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AFTERNOON MEETING 
WAR PROBLEMS IN MARINE INSURANCE 
Henry H. Reep 


Thank you very much, Dr. Huebner. 

It is a particular pleasure to come over and talk to you gentlemen 
today, and the particular pleasure is to see Doctor Huebner again after 
many years. 

I might say that when I was in Washington, trying to give some advice 
to the United States Maritime Commission, I ran across a number of 
recommendations and studies made by Doctor Huebner. They were most 
useful to me. The sound principles of insurance do not change with the 
Administration, I am glad to say. 

I am a little diffident about talking about war risk insurance, because 
without any false modesty I really do not know much about it. 

I would like to keep this talk on an informal basis. It is based on a 
talk that I gave before the New York Board of Trade. As I told Doctor 
Riegel, I am a one-talk man. I could not possibly write more than one 
talk on war risk insurance. I will just cover in a general way some of our 
problems and, perhaps, give you a few particulars in connection with it. 

War risk insurance is, of course, the same as any other kind of 
insurance. The losses of the few are borne by the premiums of the many. 
In ordinary insurance we base our rates and our forms on experience 
over many, many years, and this experience permits us to calculate with 
a high degree of accuracy the rate of premium and to grant the degree of 
coverage that our experience has shown us is practicable and fitting. 

Now that definitely is not the case in war risk. Although war risk 
insurance has been a form of insurance for many hundreds of years, each 
war has changed circumstances so radically that our experience some- 
times is even a handicap, because we are relying on facts that do not 
reappear. For example, international law has been altered sometimes by 
an agreement, sometimes by force, so that today it is quite impossible to 
determine very often what risks we are covering when we cover war 
risk insurance. 

I have just a couple of examples here. Example one: Collision due to 
faulty navigation while in convoy. I think that is a marine loss. Colli- 
sion due to a ship avoiding a torpedo and striking another ship. I think 
that is a war loss; but I am not absolutely positive about either one. 

Now the main problem confronting underwriters today in respect to 
war is the accurate estimate of probable loss. There are in this war 
many factors that did not exist in the last war. The submarine, we know, 
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has been improved. We also believe that counter-submarine activities 
have been improved. We have, however, the airplane here for the first 
time as an active force for the destruction of shipping. Witness the 
destruction in the ports of Barcelona and Valencia. 

In the last war, the rates were quoted by individual underwriters, 
principally on a special risk basis. In other words, if a broker had a 
line of $100,000. to place, he would go to one company and ask them for 
a rate, and then say, “I’ll take ten thousand at five per cent; I’ll take 
five thousand at eight per cent.” It meant that each broker had to go 
hopping around the entire market, placing each risk as a special risk, 
very often at widely varying rates. I am glad to say that today the 
situation is changed. 

We all realized that war was imminent—perhaps have known it for 
some two years now—and a great deal of thought was given to the 
organization of our companies to protect our shippers against the risks 
of war, at the same time to protect ourselves against catastrophic 
happenings. Just after the war, competition was such that war risk was 
thrown in free, and, subsequently, war risk was written at a token rate, 
at two and a half cents a hundred dollars. We all woke up at Munich 
and suddenly realized that we were faced with a very serious catastrophe. 

The great risk to insurance companies arising out of war is that period 
just after war has been declared, before you have a chance to get your 
rates up and where you have millions of dollars afloat on the sea at 
risk at the former minimum rate. 

On September 1st there was # very substantial amount of business, 
running into the hundreds of millions of dollars in values, being written 
in the New York market at rates of a quarter or an eighth per cent to 
five cents, including risks to and from the war zone. On the Athenia, 
I do not know what the average rate was, but it was really a token rate. 

On June 10, 1939, the American companies and the foreign admitted 
companies got together and formed what is known as the American 
Cargo War Risk Reinsurance Exchange. That is composed, I think, of 
between ninety-five and ninety-nine per cent of the companies writing 
marine business in these United States. They have formed themselves 
into this Reinsurance Exchange, whereby everyone cedes one hundred 
per cent of his war risk business. That reinsurance must be paid for at 
rates promulgated through the American Institute of Marine Under- 
writers. When that has been ceded to the Exchange, it is then retroceded 
to the individual companies on a percentage basis up to the amount 
of their subscription. 

We have been able to obtain a certain amount of reinsurance, so that 
to date the American market has been ample to take care of every dollar’s 
worth of cargo war risk insurance demanded by American commerce. 

Many markets today are writing war risk. The great foreign markets 
are all actively writing war risk, but it is very much complicated by the 
fact that a great many governments have gone into the war risk insur- 
ance on a large scale. I speak of the Dutch, French, English and Swedish 
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as governments who are maintaining a war risk insurance bureau to 
protect their navigation and to protect their shipping. 

Now in making up war risk rates, generally speaking, we have divided 
them into zones. There are three main zones which come to our mind 
when we think of war risk rates. One is what is calied the danger zone, 
which I would say would be from Gibraltar to and including the British 
Isles and Scandinavia. The second zone is a movable one. That is the 
zone in which we fear German raider activities. The third zone is the 
safe zone where we feel there is little possibility of raider activities but 
where there is a possibility of loss. The rates reflect the degree of danger. 

Now the next thing I would like to mention to you is the factor in 
this war that has never existed before, and that is the conflagration 
hazard. In past wars, underwriters have felt that their risk was confined 
to a single vessel and they were able to take their maximum line on one 
vessel and feel that was all that they had subject to one hazard. 

Today we have things much worse. I think if you saw last week’s 
“Life,” you saw a German photograph of a British port in which there 
were some one hundred fifty vessels. Now a raid on that port could have 
destroyed a large number of vessels with values running into the many 
millions. This could not have occurred in the last war. 

You have also the risk in convoy of airplane attack. I think that the 
convoys now run as high as fifty vessels. It is perfectly possible that an 
air attack could cause havoc in a convoy of fifty vessels and return to 
their base with comparatively small injuries. 

I do not think the underwriters as a whole are desirous of making a 
profit out of wars. I might say I noticed among a great many business 
men and merchants I have talked to, a disinclination to make a mone- 
tary profit out of this world catastrophe. We all, of course, owe a very 
serious duty to our companies. We do not want to lose money. We do 
not want the war to end and find, after a period of two or three years, 
or one year, or whatever the duration of the war may be, that we 
have hurt the surplus of our companies. Therefore, at the beginning of 
the war that fear of hurting our surplus has caused us to be conservative, 
to charge rates that perhaps may be criticized on the side of being a little 
too high. I think we have every justification for this conservatism. 

What we would like to do would be to build up a cushion of war 
risk premiums that would permit us to face the future without the fear 
of catastrophic loss. To date our figures show that if three vessels with 
valuable cargoes were destroyed by war, the entire premium income to 
date would disappear. That is a very, very narrow margin when you 
consider the numerous risks where high values are reached. That is our 
present fear. I think that will go with the passage of time when we 
have built up some surplus and then we can approach this subject, as 
I said before, a little more calmly. 

Shortly after the war in Spain started, underwriters throughout the 
world realized that there were certain forms of insurance that it is 
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impossible to grant and one of them is war risk insurance on shore. 
There were a number of syndicates at Lloyd’s who might well have been 
ruined by that bombing in Madrid and factories throughout Spain. 

During the last war all our risks were confined to water-borne only. 
Cargoes were insured until they were discharged from the vessel, but 
after the war competition forced all of us to grant war risk on shore, 
between the boat and the warehouse for nothing. In addition to which, 
large sums of money were placed on fixed property, such as factories, 
mills, residences and what not. 

Underwriters throughout the world realized that this was a very 
dangerous business, and that it was particularly dangerous for marine 
underwriters who write most of their cargo insurance under open poli- 
cies and therefore have no means of determining what amounts they 
have at risk at any given time and place. In view of the possibility of 
enormous concentrations of value in one port, all of which might be 
subject to destruction by one flight of bombing planes, the marine under- 
writers recognized that coverage against war risks on shore was incon- 
sistent with sound and prudent underwriting. As a result, policies issued 
to cover ocean marine risks no longer cover any war risk on shore. 
Insurance against war risks on shore is still obtainable, at least to a 
limited extent, but it is not written as part of the marine policies and, 
in the main, is not written by marine insurance offices. I think what 
led to this result was the feeling that no insurance company should 
undertake risks which in the event of a reasonably possible catastrophe 
would result in the inability of the company to meet legitimate claims. 

On shipments our war risk ceases on discharge from the ocean-going 
vessel. It is possible to insure in the British Government the risk from 
the vessel to the warehouse, but I recommend to shippers that they limit 
the terms of sale so that they do not have to grant this form of coverage, 
that they get their money beforehand. That has been taken care of by 
the Neutrality Act with respect to the danger zone, so it is not now a 
serious problem for American shippers. 

Now, as I said before, there is a large market available for insurance 
in London. The regular British market is open, writing insurance and 
acting as a very strong competitor to our market and a very necessary 
competitor, I think. There is also the British Government War Risks 
Insurance Office. 

You gentlemen are economists and you know the three props that sup- 
port British commerce. One, banking; two, shipping; three, insurance. 
In England the first two of these have been very, very seriously affected 
by the war. It is practically impossible to get sterling into another 
currency outside of England at the present time for ordinary purposes. 

The British Government War Risks Insurance Office was started as a 
temporary reinsurance scheme just before the war. The minute war was 
declared it became a Direct Writing War Risk Insurance Fund. It 
writes no marine, only war risk. The British Government will cover for 
any nation goods consigned to or from the United Kingdom by any flag 
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vessel, and also insure the risks for any nation on British vessels, from 
any port to any port. 

The purpose of the first, that is to say the shipments going in or out 
of the United Kingdom, is to stabilize the prices of the goods they sell. 
In other words, British commerce must go on. They cannot live without 
food and they cannot buy food unless they sell supplies. 

When they write insurances on British vessels that do not touch at 
English ports, they are saying to the world, “We are going to see that 
the British flag does not suffer in competition with the American flag 
or any other flag.” The British war risk rate on British vessels, say, from 
the Far East to New York, is largely governed by the rate fixed in the 
American market on American vessels from the Far East to New York. 

Now we know our rate, at one time, was four per cent from the Hast 
Indies to New York on British vessels. I think it was two and a half 
on neutrals; one per cent on Americans, and we stuck to that schedule. 
The British war risk government rate was one per cent on British vessels. 

During the last war there was 2 War Risk Insurance Bureau set up in 
Washington to supplement the facilities available to American commerce. 
The Bureau was set up and I think Professor Huebner is very familiar 
with it. It was managed by three men of the Marine Insurance fraternity 
in New York. Mr. Chubb, the leader of our marine market today, was 
the one then in charge. That War Risk Bureau was created by a bill 
which had in it a provision which I would recommend all bills in 
Congress have ; that is, that it ended at a certain period, and six months 
after the war that Insurance Bureau ended. 

At the last session of Congress, a bill was introduced by the Maritime 
Commission to write war risks and a number of underwriters in New 
York were consulted about it and gave their best advice. Now we 
certainly do not want the Government in the insurance business. We 
felt, however, that if the Government considered that this was necessary 
as a war measure to protect American commerce, all we could do would 
be to give them the best assistance we could and a number of prominent 
marine underwriters went to Washington to attend the hearings on the 
Bill and give the Congressional Committee the benefit of their experience 
on this subject. They did not argue for or against the Bill, but merely 
sought to aid the Committee in getting a complete and intelligent grasp 
of the subject matter. At no time have underwriters ever opposed the prin- 
ciple of having a Government Bureau prepared to write war risk insur- 
ance whenever such facilities may be necessary for American commerce. 

I am glad to say the bill was not passed for this reason, that it was 
demonstrated to the shippers, the Government and the various people 
interested in American commerce that the American market today is 
sufficient to care for American commerce. 

If the English market is cut off, if values go out of sight through 
inflation or otherwise, it may be necessary for us to have a war risk bill 
in Washington and the Government may have to put such a bill through. 
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Whether that will happen, I do not know. I hope that they will wait 
until the emergency arises. 

Another form of emergency may arise and that is that American 
commerce may—I do not consider this as probable—but American com- 
merce may be put in a position where a British shipper to South Ameri- 
can ports may obtain a war risk differential in rate in his favor as 
against the United States shipper. This ceases to be insurance and 
becomes a subsidy. 

I would say that the war risk insurance business was being operated 
on @ sound basis today and as far as I can look in the future, the market 
is capable of satisfactorily serving American commerce. 

Thank you very much. 
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INSURANCE DEVELOPMENTS AFTER 1940 
Frank G. Dickinson 


Mr. Chairman, ladies and gentlemen: 

President Riegel invited me to give this address after reading my 
speech entitled “Insurance Looks at the 1940’s,” which I delivered before 
the 60th Anniversary Banquet of the Western Underwriters’ Association 
last September at White Sulphur Springs, West Virginia. I am not 
sure of President Riegel’s motives, knowing him as a student of insur- 
ance and statistics. I do know that he and many of you have delved far 
enough into the mysteries of business forecasting to realize that it is 
not a division of actuarial science. At least I know of no business fore- 
caster who would claim that his art came within that old Scotch definition 
of an actuary—“An actuary is one who errs on the side of accuracy.” 

I feel much safer about predicting insurance developments in the 
1970’s than in the 1940’s. Like Jules Verne and H. G. Wells, a man 
can speculate about the distant future and confidently expect his predic- 
tions to be forgotten if they are wrong, and if he has died soon after 
making them ; if his predictions are correct, then he will be remembered. 
The 1940’s are near at hand, and I am sure that President Riegel wants 
some advance information on how enthusiastically he should greet the 
new decade at midnight next Sunday. I should like to protect myself 
by speaking of the coming decades rather than the coming years. 

In order to save your time and mine, I shall strive to avoid wandering 
over the whole field of human hores and aspirations and restrict the 
discussion to four major trends. There are others of lesser importance, 
but four is a large order; and I shall slight one of these four. These 
four trends have affected insurance during the decade now ending and 
will condition the insurance business, and indeed all business, in the 
next few decades. 

1. Our population is aging rapidly and is growing too slowly to be 
maintained. 

2. Increasingly, our wealth is in our homes and not in our factories. 

3. Third long half-century economic cycle or wave may have hit bot- 
tom during the 1930’s; if not, it should hit bottom in the 1940’s; the 
present war in Europe may terminate Long Cycle III ahead of schedule. 

4. Government control over business is approaching its peak, except 
for war contingencies—if that peak has not been passed already. 

Ten years and four days hence some of us will be celebrating the end 
of the 1940’s, if New Year’s Day has not been moved up a week; 49 
years of the 20th century will have passed. As we reckon time here today 
in units of decades instead of months or years, that isn’t so very far in 
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the future, for the future has a bad habit of becoming the present with- 
out giving due notice. You may recall that in Poor Richard’s Almanac, 
Benjamin Franklin said, “The only things certain in life are death and 
taxes.” If he had only added “Tempus fugit,” Poor Richard’s observation 
would have been complete. Time flies, but it wouldn’t be so bad if our 
children didn’t grow older along with us—and our sweethearts also. As 
the poet sings, “When I grow too old to dream, I’ll have you to remember.” 

So when you celebrate the end of the 1940’s, perhaps a few of you 
will dimly recall (but not while you are celebrating) my foolish attempt 
at prophecy here today and my confident selection of these four as the 
most important trends that will condition business during the coming 
decades. The 1940’s will pass rapidly and with their passing will come 
your chance to see how far I missed the first mark. My only defense 
for attempting this preview of insurance developments after 1940 is 
that President Riegel asked for it. 


Our Poputation Is Aging AND Its GrowtrH DISAPPEARING 


Our population once doubled every quarter-century; now, despite the 
ideal health record of the past two years, it is expanding at only a snail’s 
pace. As you well know, the U. S. Census of 1940 will probably report 
132 or 133 million persons, an increase of less than 8 per cent over the 
population in 1930—a percentage gain of less than half the rate of 
increase during the decade of the 1920’s. The crude birth and crude 
death rates per thousand conceal some of the more important phases of 
our population growth. For a long-time forecast, it is much safer to use 
the net reproduction rate, which is measured by the total number of girl 
babies born to 1,000 women during their entire child-bearing period of 
life. If there are just enough more than 1,000 girl babies born so that 
1,000 of these girl babies survive to age 45, the population will neither 
increase nor decrease, and the net reproduction rate will be 1.00. Before 
making this calculation of the net reproduction rate, it is desirable that 
the percentage of males and females at the various ages in the popula- 
tion should be standardized by the statistician ; that is, he must calculate 
the net reproduction rate for a population composed of standard per- 
centages of males and females at all ages. For example, a small country 
inhabited largely by a foreign army of occupation, would have an 
abnormal or “unstandardized” percentage of males and should have a 
low birth rate. (Some of you who served in the army of occupation in 
1919 may question the probability of a low birth rate in such a country.) 

For the past several years our net reproduction rate has been hovering 
around 1.00 or below, indicating that the true rate of population growth 
has been too low to maintain ultimately a constant population. The 
figure has been above .90; if it were exactly .90, it would foreshadow a 
population decrease of 1/10 in the next generation. The figure for 
England and Wales is about .75, indicating a probable decline of 1/4 
in their population during the next generation. The absolute minimum 
rate for any nation is unknown, but may be as low as .50 under peace- 
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time conditions ; obviously, this minimum will be determined in a demo- 
cratic country when birth control becomes 100 per cent effective by the 
number of babies wanted before conception. 

A continued net reproduction rate of less than 1.00 does not mean that 
the U. S. Censuses of 1950 and 1960 may not count more persons than 
the Census of 1940. Our population resembles a mighty river, a Missis- 
sippi River of Life. To a population births are like the tiny streams and 
springs feeding the headwaters of the Mississippi River in Minnesota. 
The stream of young immigrants that formerly swelled our population 
and kept it young resembles the Missouri, Ohio, and other great tribu- 
taries that flow into the Father of Waters. Third, the dredging and chan- 
nel operations of river engineers are like the improvements in surgery and 
medicine and the public health programs. Just as the flood waters may 
recede at Minneapolis while they keep rising at St. Louis and Memphis, so 
the total number of people counted by our census takers in 1950 and 1960 
may be greater than in 1940 despite the fact that births and immigrants 
are even now too few to maintain ultimately a constant population. 

Do not be misled by the 1940 census report and by the current annual 
excess of births over deaths. Our permanent population books, kept on 
a scientific basis, have been slightly in the red for the past several years. 
For that matter, red ink would have been used on the population books 
in the 1920’s if the physicians, hospitals, and public health officers had 
not done such a splendid job of saving lives. 

When I get discouraged about the troubles that beset us as a nation 
and the barbarism of war displayed on other continents, I sit down and 
review the health record of these four decades of the 20th century, which 
covers all except six months of my own lifetime. Tombstones indicate that 
the ancient Romans lived only about 25 years on the average. In 1700 
the average age at death in Breslau, Germany, was about 33 1/3 years. 
In 1900 the average lifetime of our white population was 49 years, 
representing a remarkable increase in only two centuries. You realize 
that it is much harder for physicians to prolong the lives of people above 
49 than to prolong the lives of those below 49. But what has been the 
improvement in the last four decades? Babies born to white parents 
can expect to live on the average at least 62 years. I repeat, 62 years! 
In my humble judgment, this increase in life expectancy constitutes 
the greatest accomplishment of any nation in any 40 years of recorded 
history. It is unfortunate that this great achievement has not yet become 
the common knowledge of the American people. 

So this splendid health record of the past four decades makes me 
optimistic about the destiny of the human race. It makes me bold 
enough to claim that no péssimistic historian in recounting all the foolish 
things we have done can justly and fairly label these forty years as a 
period of decay and decline in the annals of the history of mankind. 
Survival is still the first law of life! More of us now reach the half- 
century mark, although upon arrival our chances of surviving a third 
quarter-century are only slightly better today than they were when 
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George Washington celebrated his fiftieth birthday anniversary. We 
certainly hope that great progress will be made in the 1940’s toward 
checking the ravages of cancer and heart diseases, whose special victims 
are the older people. If these two diseases can be checked, the average 
future lifetime for those above 50 may be considerably increased. 

So much for the slowing down in the rate of growth of our population 
and the notable increases in life expectancy. What of the future changes 
in the age distribution of the population? In 1980 our population will 
not be more than 1/5th, or 20-odd million greater than now; but the 
retired portion, say those 65 years old or more, will jump from the present 
814 million to 23-25 million. With patience you can check these estimates 
for 1980 by using a mortality table showing the number per thousand of 
those who are now at ages above 24 who will probably survive the next 
40 years, and then make certain assumptions regarding the number of 
births and the number of immigrants. There is room for differences of 
opinion ; critics have considered my estimates unduly optimistic. 

Think of it, practically two-thirds of the 20-odd miliion increase in 
the next four decades will be in the group of retired citizens. Retired 
persons will then number one out of every six instead of one out of 
every sixteen as at present. Keep this general picture of 1980 in mind— 
two (minus) children, one retired person, and three (plus) persons at 
the bread-winning ages. Remember, also, that the two children will not 
be allowed to vote; as yet one never grows too old to vote. 

Add to these age shifts the approach of a stationary population and 
you have, in my opinion, the most revolutionary cultural and social 
change since the fall of the Roman Empire. It seems to me that the 
Dark Ages, the Crusades, the Renaissance, the Reformation, the Indus- 
trial Revolution, and the French Revolution fade into insignificance 
when compared with these population changes which will bud, if not 
also blossom, in the 1940’s. How strange it seems that after we have 
waged a very successful battle against pestilence and disease there now 
rises across the horizon of our magnificent western civilization two 
specters—the first, which I shall not mention again, the prospect of a 
smaller population at the end of the twentieth century than now; the 
second, the dim shadows of a brand-new class war, a struggle between 
the old and the young, a struggle between the generations. Since no other 
century has been so nearly free from the ravages of disease and pestilence, 
no other has beheld the approach of the second specter. 

The rapid aging of our population marks the end of the Marxian era, 
which was much more evident in Europe than in the U. S. Karl Marx, 
brilliant scholar, father of modern national communism, and prophet of 
revolutionary social, political, and economic changes, belongs mostly to 
Europe and to the nineteenth century—the century during which he 
enunciated his famous class struggle doctrines. The fires of revolution 
kindled by his pen still burn in the hearts of some men even today, 
because it is so much more difficult to observe and reason than it is to 
read and remember. These fires burn low as men grow older. Age makes 
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us conservative and our interests lie that way. These fires die out when 
men grow too old to work, too old to profit from higher wages. 

Many critics of Marx have been most unfair and superficial. He did 
not claim to be a profound student of economic theory. Rather he studied 
the social changes which he claimed condition all economic laws. We let 
Marx escape us if we dismiss him because his economic reasoning was 
sophomoric. We can better understand our own times if we check Marx 
on the social changes he predicted. (Furthermore, if expansion is the only 
way capitalism can attain “stability,” then we can ask if this stability 
requires expansion in population as well as in the production of goods.) 

Which class today is the weakest economic class? Down through the 
centuries the hearts of scholars and other benevolent observers have gone 
out in sympathy to the weakest and most oppressed economic class. I am 
sure that the hearts of Karl Marx and his contemporaries were touched 
by the bitter cries of hungry children ; in his times few lived to a penni- 
less old age. Today, tomorrow, and in the coming decades our hearts will 
be increasingly touched by the plaintive cry of the proud but indigent 
aged. For in the near future the numerous aged will compose the weakest 
economic class—not labor. One might include in this group many of 
those who are too young to pension but too old to work. With the 
prospective under-supply of young workers just entering gainful employ- 
ments by the end of the 1940’s, the demand for older workers may, 
perforce, increase enough to absorb the group 50-64 years of age. 

This new class war between the young and the old will manifest itself 
in several ways. First there will be heavy pension taxes that may even- 
tually absorb more than 14 of the income of both workers and employers. 
I, for one, cannot see how we can finish the 1940’s without some form 
of the Townsend plan being enacted ; the recent amendments to the Social 
Security Act indicate a trend towards Townsendism. Remember the popu- 
lation road down which our nation is now traveling has a sign post indi- 
cating that in 1980 one of every four voters will be over 64 years of age. 
Dr. Francis E. Townsend would make almost all those above 60 pension- 
naires. This new class war may progress far enough so that the 1940’s 
will witness the strange sight of workers and employers, in spite of their 
natural respect for age standing shoulder to shoulder against the hard- 
driven politicians who promise our senior citizens impossible pensions. 

Pension leaders, in attempting to make bread-winners forget that 
pension taxes will exploit all gainfully employed persons, claim that 
penstonnaires will promote prosperity by keeping money in circulation. 
Of course, these pension leaders will have difficulty in explaining how 
the consumers can spend for groceries, shoes, furniture, and gasoline the 
money taken by the tax collector for pensions. I might add that if 
prosperity can be secured so easily, the heavy task of spending and 
circulating money need not be imposed upon our senior citizens; mem- 
bers of the teaching profession would be glad to volunteer for service 
in this keep-the-money-in-circulation army of crusaders for prosperity. 

Point out the fallacies of the arguments for pensions all you like, but 
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let us remember that these pension leaders will soon have the votes. Karl 
Marx and others have taught us that mass movements are rarely rational ; 
they spring from broad social changes. These basic changes in the popu- 
lation pattern started recently and slowly ; the resulting mass movement 
has not yet matured. Townsendism may be as important in the next fifty 
years as were the doctrines of Karl Marx during the last half-century. 
The doctrine of social responsibility or individual irresponsibility will 
continue to prevail in treatment of our senior citizens even though that 
doctrine wanes in other areas of political action. If Santa Claus remains 
in Washington much longer, in due time we shall have “Ham and Eggs” 
in California, $50 for Grandma in Texas, etc. The growing strength 
of the pension movement forces thoughtful citizens to re-examine the 
entire doctrine of individual irresponsibility, sometimes called the doc- 
trine of social responsibility, before it is too late. 

Second, this common bond between the employer and the worker will 
grow stronger ; as it does, the influence of the labor leader will diminish 
and the old Marxian class struggle will gradually disappear. 

Third, the pensionnaires, even retired union men, will naturally be 
opposed to higher wages because they obviously cannot profit from higher 
wages. If you doubt this, go to St. Petersburg in January, sit on the 
green benches, and talk with pensioned union men. Here you can take 
a straw vote of the anti-labor sentiments of citizens retired from all 
walks of life. Or, if you cannot visit one of the sunshine cities, examine 
one of the rudest jokes in the recent political history of England. The 
British Labor Party fought for pension legislation; now the pension- 
naires are one of the greatest obstacles in the efforts of that party to 
return to power. A pension movement is not a radical labor movement. 
In prospect a pension movement is an expensive radical movement; in 
retrospect after several decades of paying pensions, it is an expensive 
conservative movement. If leaders of public cpinion could see that inex- 
pensive and low taxes are not the only words that rhyme with conserva- 
tive, it would be easier to see the drift to the Right in politics—but not 
towards the traditional inexpensive low-taxes-Right. The political terms 
“Right” and “Left” must be redefined by each successive generation. 

Fourth, the rapid aging of our population will further increase the 
demand. for annuities; the demand for insurance policies providing for 
death benefits may actually decrease, other factors remaining unchanged. 
Life insurance companies have rarely found annuities profitable. Mutual 
life insurance companies, which are consumers’ co-operatives, must make 
sure that an increase in the life expectancy of annuitants will not 
endanger the solvency of their annuity departments. It is quite possible 
that life insurance companies in the future will be of two types, those 
that specialize in death benefits and small cash and loan values and 
those that specialize in annuities. The hope of receiving a pension from 
the United States Treasury when one retires may greatly reduce the 
demand for life insurance policies with large investment elements, large 
cash and loan values. On the other hand, many citizens in all income 
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classes may not wish to rely solely upon a politician’s promise to pay 
pensions in this era of mounting governmental debts. 

Politicians and others will urge the Federal government to go into 
the annuity business by making all sorts of reasonable and unreasonable 
claims for such a program. The politician will be animated by a desire 
to buy the national debt by using the annuity premiums to buy back 
and sterilize the government debt. Earnest students may urge a gov- 
ernment program because they are convinced that the job is too great 
for private insurance companies to handle. I point out the probability 
of such trends but do not wish to appraise the merits of the government 
pension program. It is also true that the village postmaster may largely 
displace the insurance agent. 

Fifth, another manifestation of the new class war between the old 
and the young is evidenced in the nonchalant attitude toward the 
enormous increase in the government debt. The present generation of 
political leaders who represent the majority opinion are quite willing 
to let. the next generation worry about the national debt which their 
extensive patronage dispensation has created. 

Sixth, I ask what is to be the fate of my generation? Born in the 
third of a century preceding the peak birth year of 1925, we have a 
strange role to play in American history—perhaps we have a rendezvous 
with destiny. Each successive generation before ours was larger and 
larger; ours is the dividing line, because the next generation will be 
smaller. We are out of step with time. When we retire several decades 
later, into our infirm hands will be entrusted the scepter of power; for 
we will have the votes. Will we use that power wisely? Or will we so 
oppress the bread-winners of that time that these over-burdened young 
and middle-aged producers will rise up, take away our power to vote, or 
perhaps prepare to guide our over-balanced generation into the lethal 
chambers as we cross the threshold at three score years and ten? There 
will be so many of us; not one to every nine bread-winners as now, but 
one to every three and one-half. A major war might or might not 
reduce my generation to the size of the next generation, for wars create 
population gaps at both military ages and in births. 

These are some of the revolutionary aspects of the greatest social and 
cultural change since the fall of Rome; there may be more important 
aspects than these. The new class war may be no more enjoyable than the 
Marxian class struggle which is now almost over; at least it will be 
different. Of all the seeds planted in the fertile revolutionary soil of the 
1930’s the most likely to have sunflower growth in the coming decade are 
seeds of this new class war between the generations. The pension leaders 
may even supplant the labor leaders before the 1940’s end. Should Mr. 
John L. Lewis and Mr. William Green continue throughout the coming 
decade as the two leaders of organized labor it is quite possible that there 
will be no more great labor leaders in this century. Of course, the labor 
and pension leaders may form a coalition, but such a coalition will be as 
ephemeral as a farmer-labor party. If we could be guided solely by the 
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age distribution of the population, we might expect this new class war to 
reach the center of the stage in the 1960’s or’70’s. But we cannot pick the 
decade, because coming events cast long shadows before them and smart 
politicians, like smart stock market gamblers, anticipate coming events. 
Furthermore, a long period of general prosperity would doubtless postpone 
the demand for higher pensions, since most people approaching retirement 
prefer to keep on working rather than retire on a pension. Ni evertheless, 
neither prosperity nor prolonged depression will make pensionnaires pro- 
labor ; they are simply too old to profit by higher wages and shorter hours. 


More WEALTH tn Homes, Less rn Factories 


The second of the four major trends that will condition insurance and 
other businesses after 1940 can be described more briefly. People are 
accustomed to think of our national wealth as tall buildings, railroads, 
factories, and farms used in production. In a study of the Illinois seg- 
ment of the nation’s economy, which will be published next month as 
Bulletin No. 60 of the University of Illinois Bureau of Business Research, 
my co-author (Mr. F. Eakin) and I have estimated that only 43 per cent 
of the physical assets of Illinois were used for production in 1935. 

Although our classifications and methods differ greatly, our figures do, 
with some very important qualifications, confirm the estimates for the 
whole country made by my good friend, Reverend E. A. Keller, of the 
University of Notre Dame (A Study of the Physical Assets of the United 
States, 1922-1933). Father Keller and his associates classified the physi- 
cal assets of the American people into two groups according to use: 
(1) those used for producing new physical assets, and (2) those used 
for comfort. They estimated that 55 per cent were in the second group 
in 1933; that is, more than one-half of the physical assets of the Ameri- 
can people were used for comfort or purposes other than the production 
of new assets in 1933—and in all the intervening years since 1922. 
If the physical assets used for comfort continue to bulk larger and larger 
than the physical assets used in production, the fire and casualty insur- 
ance companies will derive an increasing proportion of their premiums 
from policies covering the so-called comfort goods and less and less from 
policies covering the so-called production goods. 

We could devote the rest of the day to a discussion of the methods and 
classifications used in the Notre Dame study published last spring, and, 
for that matter, in my bulletin to be published soon. We could also include 
the New Hampshire study, a summary of which was recently published. 
I was Director of Research for the New Hampshire Commission, but, 
largely because of a long illness, I was forced to resign very soon after I 
had helped the Associate Directors lay out the research program ; conse- 
quently I should not be considered a joint author of the published report 
of the New Hampshire Commission. All of us engaged in this particular 
field of economic research earnestly hope that other investigators of 
every shade of political and economic thought will make similar studies 
so that our conclusions will be either supported or refuted. 
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There is a remote prospect that the recently organized Division of 
Industrial Economics in the United States Department of Commerce will 
undertake to develop a bookkeeping picture of the assets and liabilities of 
the American people. It would be most unfair to some of the able and 
conscientious career men in Washington to imply that only political 
reasons will prevent this new bureau from taking a nation-wide census 
of wealth and the claims to wealth ; there are other obstacles, e. g., statis- 
tical problems and questions about concepts; some able students even 
doubt that the results would justify the necessary cost of such a census. 

Of course, the production-comfort classification of our nation’s 
physical assets (or tangible wealth) is not designed to answer impor- 
tant questions about concentration or lack of concentration in the own- 
ership of these two broad groups. Later on it may be deemed highly 
significant that on the eve of another presidential campaign several 
students working independently—in my bulletin the comfort-production 
percentages are a purely incidental result, almost an after-thought— 
should estimate that more than one-half, or even only one-half, of our 
nation’s physical assets is being used for human comfort and not for 
producing new assets. I think it is fairly safe to predict that politicians 
will soon be reeling off statistics over the radio about the use and owner- 
ship of wealth in our great country. 

In my judgment—though I may be proven wrong later—the studies 
made to date warrant the conclusion that the consumer has displaced the 
producer as the majority user of our nation’s physical assets. These 
studies do not justify a claim that the consumer is now the majority 
stockholder in the American economy, because of the absence of informa- 
tion on the ownership of comfort assets as well as the claims against those 
assets. It is very probable, however, that the ownership of the physical 
assets used for comfort is much more widely distributed among the rank 
and file of our citizens than the ownership of production assets. 

Should later studies reveal little difference in the concentration of 
ownership of comfort and of production assets, one might still say that 
use is more important than ownership. What does it matter so long 
as someone enjoys the use of the house whether John Doe and family 
occupy the house, or George Smith and family moved in after John 
Doe’s family had been evacuated during mortgage foreclosure proceed- 
ings? Yet, there is a difference, for John Doe is still John Doe—not 
just the statistical counterbalance of George Smith. Considering the 
present stage of these researches into the undeveloped art of national 
bookkeping, it would be safer to claim too little for them rather than 
too much. We can wisely heed the counsel of Maréchal Villars who 
said to Louis XIV when -leaving for a long journey: “Defend me from 
my friends; I can defend myself from my enemies.” 

These changes in the uses of our nation’s physical assets have a second 
and possibly more important meaning for us. Using the term “homes” 
broadly to include all non-production assets, we may say that increasingly 
our wealth is in our homes and not in our factories. Some plans to 
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stabilize business formulated in high political and academic places seem 
to fit the type of physical assets characteristic of the days of Karl Marx’s 
youth. These out-of-date theorists contend that business depressions can 
be cured, even avoided, by forcing business to distribute its profits. One 
might agree that modern reasons other than business stabilization justify 
punitive taxes on undistributed surpluses. The increase in comfort goods, 
for example, electric refrigerators and automobiles, presents new problems 
in business stabilization. An electric refrigerator is only a miniature ice 
factory. Engineers tell me that it will outlast the equipment in a com- 
mercial ice plant. An automobile is a miniature passenger train. If the 
railroads had enough income to write off the full amount of obsolescence 
and to junk their ancient coaches, we might find little difference between 
the average lifetime of an automobile and of a railway coach. 

It may have been true in the days of Karl Marx that wage increases 
would have meant more food, more shoes, and more clothing. Suppose 
one business enterprise paid out all its profits in the form of wage 
increases. If Tom Brown told his good wife tonight that ABC Motors, in 
order to avoid a surplus, was raising his wages from $30 to $40 per week, 
would you expect his wife, Mary Brown, to rush down to the bakery 
tomorrow to buy an extra loaf of bread? After buying some new clothes 
and a few knick-knacks, Mary would get around to the painful subject 
of an electric washing machine or refrigerator; and Tom would start 
talking about new cars. 

Suppose all business enterprises paid out all their profits to millions 
of Tom Browns who in turn bought millions of durable electric wash- 
ing machines, refrigerators, automobiles, and homes. These are things 
that do not wear out quickly. Many of them will outlast the factories 
and mills where they were manufactured. 

A year or two after these millions of durable consumers’ goods had 
been bought and partially paid for, what solace could unemployed Tom 
Brown get from hearing in a soap-box oration or from reading in an 
official report that oversavings caused the depression. Tom’s job at ABC 
Motors was making parts for electric washing machines, refrigerators, 
and automobiles. He made them so good that they did not wear out 
quickly ; so now he just sits at home waiting for them to wear out, for 
not until then can new ones be sold. Poor Tom suspects that the over- 
savings theory should cover oversavings of consumers as well as of factory 
owners. Perhaps he is shrewd enough to guess that the rabble-rousing 
politician is afraid to talk about the oversavings of consumers or voters. 

I do not subscribe to the oversavings theory of depressions. I am only 
trying to show why those who do believe in it should bring it down to 
date. As it is usually stated, this theory has a strong nineteenth century 
nostalgia. Excessive inventories in the hands of consumers usually are 
more difficult to liquidate in a depression than inventories in the hands 
of producers. Increasingly our wealth is in our homes and not in our 
factories. The standard of living depends less and less upon current 
business activity. Durable consumer goods give consumers more and 
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more power to postpone purchases ; it is the decision to quit or postpone 
buying that ends a period of prosperity. The Industrial Revolution 
produced the factory system which has almost run its course in some 
respects ; this factory system has become so efficient that the home and 
not the factory is the chief storehouse of the new wealth created by the 
factory. The storehouse is now larger than the factory. 

Before ending the discussion of this second trend which will condition 
business in the coming decades, let me urge you not to besmirch one of 
the nineteenth century’s greatest minds. Current advocates of his theories 
should remember that Karl Marx never saw an electric refrigerator, or 
washing machine; he never saw an automobile. He never heard of Mayo 
Brothers ; he never attended a Townsend Club meeting, he never had the 
chance to secure a preview of our rapidly aging population by sitting on 
the green benches in St. Petersburg; for that matter, he never heard of 
Margaret Sanger. Political and economic ideas, like machinery, in this 
second third of the twentieth century suffer a high rate of obsolescence. 
Above the entrance to our newest campus building this literary gem is 
inscribed : 

“It is much easier to learn and remember 
Than to investigate and think.” 


Peak AND TroucH or Lone Cyctez III 


I have used so much of your time and patience in explaining these first 
two trends that I shall condense my discussion on the third and fourth 
trends. The third trend involves an examination of the long half-century 
cycle or wave movement in economic development. I have chosen to call 
this Long Cycle III. The studies of Kondratieff, von Ciriacy-Wantrup, 
and (more recently) Schumpeter indicate that we have had three long 
cycles since 1790. The upswing of Long Cycle I ended about 1815 and 
its long downswing ended in the middle of the 1840’s. The upswing of 
Long Cycle II ended after the Civil War and its downswing ended in 
1896 when William Jennings Bryan was advocating bimetallism. The 
long upswing of Long Cycle III ended in 1920 when the long down- 
swing started. I am giving a paper Friday morning at the meeting of the 
American Economic Association on this same subject. I should like to 
make a few observations today because of the relationship between the 
insurance business, especially the interest return of investments, and 
Long Cycle III. 

By statistical methods which I shall not stop to explain, I have 
estimated that the total volume of goods produced in the years since the 
World War ended has been insufficient to maintain the pre-World War 
rate of growth in the physical volume of production. The amount of the 
post-war deficit in our production exceeds three and one-half times the 
total value of goods produced in the United States in the banner year of 
1929. I have labeled this deficit “An After-Cost of the World War to 
the United States.” Apparently the only way to avoid long cycles is 
to have peace. Apparently an inflationless war would be followed by a 
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long downswing. The only remedy for the long cycle is not inflationless 
war, but peace. The stability enjoyed by the neutral Scandinavian 
countries during the past two decades strongly suggests that it would 
pay us to remain neutral in the present European war. 

It is true that major wars automatically produce major post-war 
booms, similar to the gilded 1920’s of recent memory. This particular 
boom grew out of the war-time suppression of the demand for new auto- 
mobiles, homes, and hard roads—a suppression caused by patriotism and 
high war-time prices. This pent-up demand, after the sharp price reces- 
sion of 1921, brought a tremendous expansion in road and home building 
and in automobile production during the boom of 1923-1929. This post- 
war boom gave us a breathing spell of a decade and permitted several polit- 
ical leaders to ascend their pedestals. The Coolidge-Hoover boom of the 
1920’s was as much a part of the World War as the Treaty of Versailles. 

War makes men dream dreams of opulence, of industrial and agricul- 
tural empires ; but by 1930 the last traces of such war-born incentives to 
investment had disappeared. Fortunate indeed are business men who 
reach business maturity in the long upswing of the long cycle; but 
those who reach business maturity in the long downswing of the long 
cycle rarely become captains of industry and empire builders. The tide 
of time is against them. 

By 1930 the carry-over of war-time stimuli to expansion and invest- 
ment had petered out; the new and usual peace-time stimuli to invest- 
ment still awaited the attainment of a favorable international balance 
of political and economic power, a return of world-wide confidence in 
the future of domestic and foreign investments. In the long cycle sense, 
during the 1930’s we were in the mud between the shore and the chan- 
nel. We should not blame the booming 1920’s for the evils that were 
experienced during the 1930’s. Rather, we should look back to the 
World War for the causes of our great and extended suffering. It matters 
little to the millions of unemployed that they were submerged in the 
downswing of the long cycle, but it is important that leaders of public 
thought who regard war as good for business should stop and think 
about Long Cycle III centered on and caused by the World War. 

Before our industrial and business machine can again attain the 
acceleration of the pre-World War years, the world must first redis- 
cover, perhaps through bloodshed, the pre-war international balance of 
economic and political power or it must formulate a new and equally 
favorable balance of power. If necessary, each nation must learn to live 
alone and like it. 

Presidents of endowed universities who are moaning about the low 
rate of interest on endowments, aided and abetted by a few groans from 
the investment managers of insurance companies, should find some solace 
in the long cycle theory because the long-time swings in the rate of 
interest move up and down in a rough general way with the long cycle. 
Of course, the artificial pressure of government lending on the current 
interest rate partly conceals—and is in turn partly due to the customary 
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radicalism of the revolutionary decade of the long cycle—the operation 
of the long downswing of Long Cycle III. 

If it were not for the present war in Europe the student of the long 
cycle might give aid and comfort to those who are worried about the 
low interest rates. We could promise them an upswing in the rate of 
interest not later than the end of the 1940’s. But this new World War— 
if it does become a World War—will destroy the former periodicity of 
long cycles. Major wars of western civilization in the last century and 
a half have been about five decades apart. Now this one ruins the picture 
by coming a quarter of a century instead of a half century after the 
great World War. Hence, if this war becomes a major World War, 
Long Cycle IV may have a very short upswing. At the present writing 
it is too early to predict the magnitude of the present war but it may 
result in complete obliteration of the last marks or lines made by the 
Treaty of Versailles on the geography of Europe. If the present war 
should be the means of ushering in a new and favorable international 
balance of economic and political power, the return of world-wide con- 
fidence in the future of industrial investments might appear a decade 
earlier than the course of Long Cycle III would have required. We 
do know that post-World War adjustments and “appeasements” are not 
a function of time; the time they require is a question of the attitudes 
and ambitions of rules as well as of the force of events. 

In summary, let me say that the course of Long Cycle III would 
indicate that the level of business activity in the 1940’s should be about 
half way between the high level of the 1920’s and the low levels of the 
1930's. But I hasten to add that this part of my forecast is dependent 
upon whether the present war in Europe develops into a major World 
War and thereby interrupts and cuts short the long downswing of Long 
Cycle III and initiates the short upswing of Long Cycle IV. The more 
I study business cycle theory and delve into the mysteries of quantitative 
economics, the more convinced I become that we are only students of 
history equipped with precision tools for measuring great historical events. 
The student of quantitative economics who is unable to depend upon any 
secular trend calculations for making business forecasts must, in all 
humility, stand in line with all of the non-statistical students of eco- 
nomics and await the decisions of the rulers of the world on peace and 
war before he can safely make a business forecast for the next decade. 


Has GoveRNMENT ConTrROoL ALREADY REACHED Aa PEAK? 


We come now to the last of the four factors. I have already touched 
upon the question of government control in the 1940’s. The long cycle 
theory partly explains the rapid increase in the powers of central govern- 
ment during the 1930’s, the revolutionary decade of Long Cycle III. 

During the decade now closing, politicians have been quick to offer 
healing salves and medicines fcr our economic ills. Central governments, 
on the pretext of dealing wih national emergencies, have assumed dicta- 
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torial powers, dictators have sprung up like mushrooms. They have 
preached and continue to preach concentration of power in the name of 
liberty and sweet justice and as an escape from capitalistic exploitation 
and the greed of other nations. They argue that one great leader clothed 
with omnipotence is much better equipped to handle a crisis than bun- 
gling legislative bodies. Economic nationalism has broken all restraints. 
Mars continues to exact his tribute not only in economic disintegration 
but also in human liberty. It is an immeasurable part of the after-cost of 
the World War and the long cycle, an after-cost which future historians 
may rank above economic after-costs. Yet these same political strong men 
who have failed to cure the economic ills by their great powers now advo- 
cate war as the way out. They have not yet comprehended the simple fact 
that another war wil! start another long cycle with a very short upswing. 

I venture to predict that the demands for delegating greater powers to 
our Chief Executive will be refused in the coming decade except in the 
event of war. Too many people are beginning to understand what the 
self-styled liberals want. They have asserted that the only way to 
avoid one of the despised European “isms” in this country is to do 
something for the farmer, the worker, the small business man, the artist, 
the exporter, etc. Add all these help-some-group schemes together ; the 
total is rather large. Perhaps the best way to define the self-righteous 
liberal of the present hour is to say that he is one who believes that the 
only way to avoid having a highly centralized government in Washington 
is to have one. What they lack most is a sense of humor that would 
enable them to see the ridiculous inconsistency of their position. Many 
of these self-styled liberals are mistaking the twilight for the dawn of the 
Marxian Era. This abuse of the term “liberal” and the attempt of some 
to monopolize that term is one of the bitterest pills for many teachers and 
students of economics to swallow. In former years I enjoyed being called 
a liberal—even a New Dealer before the N. R. A.; but not nowadays, 
because the term “liberal” might mean that someone is swearing at me in 
Sanskrit. The Nazi-Soviet pact makes the term even harder to define. 

Compensating errors make democracies more efficient than totalitarian 
states. If one business enterprise produces too much and another too 
little, their errors are compensating, so far as the nation is concerned. 
A dictator cannot gain from compensating errors, because he makes all 
the decisions. Hence a dictator must be right say 91 per cent of the 
time in order to achieve as good a result as a democracy enjoys when the 
Chief Executive guesses correctly in only 51 per cent of his decisions. 
A democracy is always more efficient than a dictatorship with the possible 
exception of a time of grave crisis. 

The word “democracy” has been abused. Democracy may be on its 
deathbed in the United States as the decade of the 30’s is ending. Some 
claim that it is. Perhaps our democracy has already degenerated into 
that intermediate stage, a “votocracy.” Let me define it for you and 
particularly for students of wordology and semantics. A votocracy is 
a degenerate democracy in which the majority gleefully rob the individ- 
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uals in the minority groups. As I have indicated earlier, exploitation 
through taxation in the future will be accomplished more by pension 
leaders than by labor and farm leaders. The ballot box has been redis- 
covered. We can confidently expect the pensionnaires, while advocating 
high pension taxes, to oppose labor, industrial, and agricultural monop- 
olies, for retired citizens living on fixed pensions want low prices, low 
costs of production, and low taxes—except, of course, pension taxes. 
Pensionnaires are essentially conservative; they want more money for 
pensions and they will use the taxing powers, or the amended taxing 
powers, of the Federal constitution to secure higher pensions and pen- 
sions for more people. Labor and farm leaders are interested in legisla- 
tion controlling the activities of producers; pension leaders are chiefly 
concerned with the distribution of the national income among the 
producers and retired citizens after it has been produced. 

Our present two-party system has come safely through many crises in 
the past, but I cannot see how it can survive this struggle between the 
generations. The “ins” will pay the smallest possible pension; the 
“outs” will promise the sky to our senior citizens. Gradually, during 
the 1940’s and 1950’s, both parties will be pulverized by the pension 
steamroller if the doctrine of individual irresponsibility, or, if you 
please, the doctrine of social responsibility, continues to be the prevail- 
ing political philosophy of the American people. The hand that rocks 
the rocking chair will rule our nation. 

Let me summarize my remarks about this fourth trend. I am trying 
to say that the power to tax will be used more and more as a method of 
redistributing produced income, but that the police powers of the gov- 
ernment will not be used so much as now for the purpose of regimenting 
industry, trade and commerce. The New Deal has undoubtedly given the 
pension leaders some ideas on both subjects. Some of the pension leaders 
whom I count among my friends do not want to hamstring industry and 
business ; if sufficient pension taxes are paid, these leaders will be satis- 
fied, because the pension movement is not a producers’ movement. 

Now for the conclusions regarding insurance after 1940. Predictions 
of this sort are valuable even if they do not materialize. I am certain that 
all of us recognize that prophecy is still an exclusively divine gift. In 
concluding this preview of insurance after 1940 I shall say quite frankly 
that I do not expect the Federal government to enter the life insurance 
business nearly as much as may some of the people present here today. 

Our nation will become more age-conscious and less class-conscious. 
The pension group will increasingly dominate our political parties. The 
pension group will not want huge reserve liabilities such as were pro- 
vided for in the Social Security Act of 1935 before it was amended last 
spring. If the pension group opposes reserve accumulations for pensions, 
it will also oppose putting the post office in the legal reserve life insur- 
ance business. The public is too thoroughly sold on the legal reserve 
idea to permit the post offices to enter the assessment life insurance 
business. I admit that the pressure to re-route the flow of life insurance 
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premiums from New York City, Hartford, and Philadelphia to the 
United States Treasury will continue as long as politicians refuse to 
impose heavier taxes to meet the increasing Federal budget. The amend- 
ments to the Social Security Act of 1935 seem to indicate a trend toward 
Townsendism or large pensions paid out of revenues derived from current 
taxes paid by the great majority of the citizens. 

It has been stated that one of the purposes of the T. N. E. C. investi- 
gation of life insurance was to prepare the public for organizing mutual 
savings banks and putting these banks into the legal reserve life insur- 
ance business, with the hope of decentralizing and keeping at home the 
large funds now concentrated in the hands of a few large eastern life 
insurance companies. Some students of insurance history maintain that 
the results of the Armstrong investigation unwisely prevented the 
organization of new life insurance companies in New York, thereby 
expediting the growth of colossal life insurance companies in that state. 
It must also be admitted that the funds of mutual savings banks are 
private, not government funds; furthermore, no student of business 
history would contend that by the end of the 1930’s we had completely 
circumscribed all of the possible forms of business organization. If the 
T. N. E. C.’s purpose was to pave the way for a mutual savings bank 
life insurance, that committee has failed miserably to consider the 
geographic obstacle to its propaganda. Few savings banks domiciled in 
Massachusetts have gone into the hands of receivers; but an equally 
excellent record has been made by the Massachusetts life insurance 
companies. We people from the Middle West realize that our insurance 
record, like our banking record, has been nothing to brag about. 

Why has not the home market idea of a large number of small com- 
panies transformed more of the local life insurance companies in the 
West and South into great companies? One of the reasons is that a great 
many citizens of the West and South have enjoyed the blessings of a lack 
of uniformity in insurance legislation. We have been permitted to buy 
our insurance from any company licensed in our home state, no matter 
where that company was domiciled. We have cast the most powerful 
straw vote—the payment of premiums—for the better kinds of insur- 
ance regulations, control, and management prevailing in the eastern 
states. Under Federal control we would have had a chance to vote for 
the kind of control we wanted only through the process of helping to 
elect Congressmen and Presidents who promise better Federal regulation. 
State regulation has given us the right to vote twice, once for state 
assemblymen and governors who promise to improve our insurance laws 
and again through our premiums paid to well-managed companies domi- 
ciled in states with strong insurance laws and non-political insurance 
commissioners. Such are the blessings of state control of the life insur- 
ance business. I am glad the people of other states have been spared the 
grief resulting from the kind of regulation we had in Illinois and 
Missouri up until a few years ago. State regulation has been better in 
the creditor states of the East than in the younger debtor states of the 
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West. I firmly believe that it would prove superior to control by Con- 
gress because many Congressmen represent debtor states. 

I assume that the pressure for Federal regulation will go on even 
though the pressure of government ownership of the insurance business 
is checkmated by the pressure of the pension group, which does not 
believe that the United States Treasury should engage in legal reserve 
insurance and annuity operations. This pressure for Federal control 
and regulation may become very great in the near future. To a mere 
layman, the broad construction placed upon the interstate commerce 
clause of the constitution by the United States Supreme Court in the 
several Wagner National Labor Relations Act cases has already conferred 
upon Congress the power to establish Federal workmen’s compensation 
laws covering all workers engaged in interstate commerce and appar- 
ently all workers engaged in manufacturing products ultimately destined 
for interstate commerce. Therefore it seems to me that the way is open 
for Federal control of the compensation business. 

Now that I have put myself on a spot by making several predictions 
regarding these four major trends coming out of the 1930’s that will 
condition the development of insurance after 1940, I wish to express 
a desire to address this group, God willing, at its 1949 meeting. 


DISCUSSION BY 


G. Wrient HorrmMan 


I have had the privilege of reading, aud in fact re-reading Professor 
Dickinson’s paper. It is difficult to make specific criticisms of it. In gen- 
eral I would think it admirable as an after-dinner speech to tired business 
men who, having had their fill of roast chicken and dressing, could light 
a cigar and be carried away amid clouds of smoke into the great unknown. 
If occasionally their heads should nod, a sparkling epigram, with which 
the speech abounds, would be sure to bring them to again. 

But as a document suitable for meetings of this kind, I find this paper 
rather disappointing. As a scientific document its conclusions should 
logically flow from the facts set forth. I can’t tell whether they do or 
not, partly because the facts set forth are too few, and partly because the 
implications drawn from these facts are so sweeping. The paper covers 
a tremendous area of social thought and the time allotted to Professor 
Dickinson being only 30 minutes, he has been unable to do more than 
assert, much less to defend, still less to analyze, synthesize, demonstrate. 
To demonstrate the areas touched upon would require many closely 
drawn monographs. — 

Four broad theses are advanced with considerably more space devoted 
to the first than to the other three. To illustrate the difficulties inherent 
in answering questions of this type I propose to comment upon the four 
theses with some arguments differing materially from those of Professor 
Dickinson. Let me emphasize: this is not for the purpose of demon- 
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strating that my comments are any more right than his. But if they 
are as plausible as his, then we can be sure of two things: (1) that either 
one or the other set of answers is inadequate, and (2) that neither set 
being confirmed has much scientific value. 

His first thesis runs as follows: (1) our population is aging and its 
growth disappearing ; (2) as a result of this shift to older ages, we are 
fast approaching “a brand-new class war, a struggle between the old and 
the young ;” (3) “gradually during the 1940’s and 1950’s both parties 
[Republicans and Democrats] will be pulverized by the pension steam- 
roller if the doctrine of individual irresponsibility, or, if you please, the 
doctrine of social responsibility, continues to be the prevailing political 
philosophy of the American people. The hand that rocks the rocking 
chair will rule the nation.” 

Now let us assume that the doctrine of social responsibility will con- 
tinue to prevail and that we are soon to have one person out of every 
four 65 years of age or older. Will we then have a brand-new class war? 
Will both parties be pulverized? Will the hand that rocks the rocking 
chair rule the nation? Will all this result in “the most revolutionary 
cultural and social change since the fall of the Roman Empire”? I do 
not know. But just for the sake of argument I will say that these 
calamities will not come to pass. Professor Dickinson says, “When we 
retire several decades later, into our infirm hands will be entrusted the 
scepter of power, for we will have the votes.” But by his own figures the 
retired in 1980 will have not more than 25 per cent of the votes. This is 
insufficient to rule the young by a wide margin. Here the politician is 
supposed to come in and drum up additional votes via the pension route. 
But politicians speak for those having power. Will the indigent aged, 
controlling 25 per cent of the votes and requiring financial assistance, 
have power? My guess is that the wealthy retired plus the middle-aged 
industrialist, farmer and laborer groups will have the power and that 
instead of a first-class social war we are more likely to find the aged 
meek and helpless instead of militant and ruling. 

There are many other facts that bear on this matter. One is that not 
all above the age of 65 will be retired. The 1930 census shows 75 per 
cent of males between 65 and 69 inclusive, gainfully employed; 57 
per cent between 70 and 74 inclusive gainfully employed, and over 30 
per cent of males 75 and over gainfully employed. These figures suggest 
that perhaps not 20 or 25 per cent but something less will clamor for 
pensions. The radio is to an increasing degree becoming a means of 
worth-while education in public opinion. May we not just as validly 
assume it to be an instrument to sanely meet the oncoming old age 
problem as one that will encourage class conflict? Has not the bubble 
of Townsendism been pretty well deflated already? Are aged people 
unreasonable and revolutionary any more than they are reasonable and 
willing to co-operate with younger active minds? 

I am not at all distressed by the probability of a stationary population 
somewhat top-heavy with persons above 65 years of age. In the early 
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days population growth meant an ever-increasing supply of unskilled 
and semi-skilled labor. This we no longer need. We need today more 
skilled technical workers. Findings of the National Resources Com- 
mittee show that from 1920 to 1934 the decline in manpower require- 
ments for the same amount of manufacturing production to have been 
45 per cent. For mining, steam railways and telephone requirements 
the per unit requirements have dropped 20 to 25 per cent. Our problem 
then appears to be two-fold: (1) to continue this very genuine techno- 
logical development, (2) to move our present unemployed into more 
and more technical skilled positions through education and training. 
More youngsters coming on in their early twenties to add to our unskilled 
supply will not solve this problem. If anyone thinks so, then we might 
lower our immigration barriers to build up our younger ranks. I for 
one can’t see the need for such a move. 

Dr. Dickinson’s second point appears to run as follows: (1) “The 
consumer has displaced the producer as the majority user of our nation’s 
physical assets.” (2) We will therefore in the future sell relatively more 
fire and casualty insurance covering so-called comfort goods than so- 
called production goods. (3) The problem of business stabilization will 
have to center more largely on control of the consumer than the pro- 
ducer. (4) Karl Marx should not be blamed for all this. My only 
comment on this second area of thought is that I don’t know what 
significance to place on the points made and only wish that the paper 
had developed its implications more fully. 

Dr. Dickinson’s third point is (1) that the World War brought on 
the boom of the ’20’s through pent-up demand, (2) that it is responsible 
for the depression of the ’30’s with low interest rates, (3) that Long 
Cycle III suggests for the 1940’s a level of business activity about half- 
way between the high levels of the ’20’s and the low levels of the 1930's, 
assuming no spread of the European war. Again my comments on this 
chain of thought will be brief. The boom of the ’20’s may have been 
due to pent-up demand. In the case of real estate this appears to have 
been the case. But it may have been due to the multiplication of credit 
and especially its extension to Europe. It may have been due to many 
other factors. A great many things are also responsible for the depres- 
sion of 1930 which I am sure are familiar to all of you. And a great 
many things will determine the level of Long Cycle ITI in the 1940's. 
A hundred could be mentioned. My only objection to reasoning by long 
cycle theory of the past is that that experience is much too meagre to be 
useful. We have two or three instances of long cycles of around 50 years. 
That is hardly a sufficient number to give us a basis for predicting 
another long cycle. : 

The fourth point is simply that we are going to have less government 
regulation in the future. This is because the oldsters will: be our prin- 
cipal problem in the future and they will be interested in the distribution 
of income and not much in regimenting industry, trade and commerce. 
This may be true. I doubt it. One argument against it has already been 
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indicated in discussing Point I, namely that pensions won’t be the crisis 
pictured ; another argument is that the whole history of governmental 
regulation in this country points toward greater regulation. 

I’m afraid in these comments I, too, have been “out of step with 
time.” I have desired to do nothing more than point out that prediction 
without proof is easy and interesting but is of questionable scientific value. 

I feel sure we will all be glad to hear Professor Dickinson ten years 
hence. 
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PROPERTY LIFE INSURANCE 
Hans Heymann 


It is for me a most significant event to speak before your Association 
and to make the personal acquaintance of all the great American teachers 
of insurance from whom I have learned and am continually learning so 
much and who are so wel} known and appreciated on both sides of the 
Atlantic. 

When you studied and prepared the history of insurance for your far- 
famed textbooks, you may have run across some of those insurance 
“inventors” who tried hard, and sometimes with sacrifice of life and 
fortune, to introduce new insurance ideas into the raw reality of busi- 
ness. Ideas, which later, sometimes only after the death of their creators, 
or even after generations, changed the face of the world. 

Take for example the period of hectic experimentation of fire insur- 
ance led by Barbon and Povey, which followed the fire of London; the 
critical time of life insurance initiation in the 17th, 18th and 19th 
centuries, not to mention accident insurance, which was first considered 
an absurdity. 

In all these ventures insurance teachers or actuaries and scientists 
were the ones who broke the ice. Remember the German philosopher, 
Leibnitz, and Neumann, the creator of the Breslau table, a professor 
of theology; Dr. Edmund Halley and Dr. Richard Price of London; 
Benjamin Franklin of Philadelphia; Elizuar Wright of Massachusetts ; 
John Fairfield Dryden of Newark; my teacher and friend, Dr. George 
Hoeckner, master of European actuaries, and last but not least, Dr. 
Solomon S. Huebner of the Wharton School, University of Pennsylvania, 
and so many other men of vision, being among us today. They were the 
guiding spirits and the real scientific pioneers of the great adventures 
and enterprises of insurance through the centuries. 

Now—as Professor Ehrenberg, our senior protector in Europe, once 
stated—“a fundamentally new insurance idea, extending beyond the field 
of vision, with unpredictable private and socio-economic implications” 
is placed before you and awaits your reaction. 

When your President, Dr. Riegel, invited me to bring this matter to 
your attention and to entrust my child, Property-Life Insurance, to your 
guardianship and protection, I fully realized that the hour for American 
property-life insurance had come and the great responsibility of putting 
the matter before you, in such a way that you might recognize the 
advantages and eventually give it your appreciation and support, weighed 
heavily on my shoulders. 

31 
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Knowing that the weakest point of American insurance which has 
lately invited so much adverse criticism on the part of the public and 
the government is considered to be the investment possibilities available 
for insurance enterprise, I suggested to your President that I speak 
about property-life insurance as the prerequisite for the new creative 
American credit vehicle of mortgage banks. 

He agreed and invited Dr. Laurence J. Ackermann to let us have his 
kind comments. 

Credit is the backbone of modern business. Without credit scarcely 
any business transaction is imaginable. This may be commonplace to 
you. And I know that you have long realized how credit is largely 
dependent upon the efficiency of insurance in all its complexities. And 
both parts, credit and insurance, are so well developed in the United 
States that Europe has more than once learned from American credit 
and insurance institutions. May I mention the unique development of 
the American credit information service, the American installment plan 
finance, the spread of credit facilities all over the country, etc. 

That America is the most insurance-minded country in the world and 
is leading in most private insurance branches, is common knowledge; 
and our social insurance is growing so rapidly that we can be proud of 
our credit and insurance accomplishments. 

We will now try to show that in spite of the nearly perfect American 
system of short-term financing through credit, our long-term credit 
technique, the creative long-term credit financing of our income pro- 
ducing properties and industrial capital and its long-term insurance 
protection is only in its initial primitwe state and must be completed, 
supplemented, and perfected, if we ever want to accomplish a sound, 
rational and efficient system of capital creation, replacement, and 
perpetuation. 

In so doing, I shall undoubtedly be forced to some criticism of the past 
and present long-term credit and insurance schemes employed in this 
country so far as the future application is concerned. If I do so it will be 
in the attempt merely to face facts and to make constructive proposals. 

At the end of the last Great War in 1918 all the world expected that 
America would develop into a position of financial and credit center of 
the world, that our dollar would replace the pound, and New York City 
attain London’s position. 

No country in the world was better equipped for this sovereign posi- 
tion in world affairs than America, endowed with all the treasures of 
nature, with a generous sun and happy climate, with an intelligent, 
industrious population and with vast means of production and income- 
producing properties, and other precious social and material values. 

In view of the gigantic American wealth now again the whole world 
looks up at America as a saviour of personal liberty and material 
welfare. America is expected to play the role of spiritual and economic 
leader in the world for centuries to come. But is the United States 
prepared to take over certain functions which Europe could no longer 
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exercise and is it ready to attain a sort of economic world leadership, apt 
and strong enough to help decisively in at least the financial recon- 
struction of the world at the end of the new European war? 


Tue Evrorean VIEWPOINT 


For the European observer who is on the one hand accustomed to 
British financial and political supremacy but on the other hand has 
always admired and envied the gigantic wealth of American capital the 
situation presents itself as follows: 

For the European, America has always been the country of great 
abundance and unlimited possibilities. The American dollar and Ameri- 
can capital seemed to have a magic power. Today more than ever we 
think of America as the Paradise of engineering and construction work. 
We admire the captains of industry and industrial engineers of America 
to whom no river is too broad to be bridged, no building too high to be 
built and no machine too complicated to be constructed. Our vision of 
today’s America is the automobile factory with thousands of automobiles 
running daily from the conveyor-belt into the world, or world enterprises 
as the General Electric, the General Motors, the International Business 
Machines, and others which have conquered all continents, or the sky- 
scrapers, which grow into the very heavens and airplanes which span the 
globe in a few days. America—the wonderland of technique. American 
architects and engineers have shown the world how our scheme of things 
can be perfected, so that they rise above us and make us marvel at our 


own creations. It was the technique of American capital which taught 
the world how to become rational and efficient. All accomplishments of 
rationalization from Taylorism to Fordism or Sloanism gave the world 
an example of scientific management and efficiency. 


Tue Frnanorat Part or CaprraL NEGLECTED 


But how about the financial part of American capital? Where are the 
Morgans, the Warburgs and the many other constructive geniuses of 
finance of the past? What is the reason for our not having built 3,500,000 
homes as England has through her building societies? Is it our technique? 
Do you believe that our architects are not able to build as many and even 
better homes than the English? Why do four out of five families of the 
lower income class live in tenements or firetraps which are a disgrace to 
our country? Why will 85% of our commercial fleet be ripe for the ceme- 
tery in five years? Why is the greatest part of our railway system over- 
burdened with debts and so many public utilities void of reserves? Why 
are our industries full of obsolete machinery and our natural resources 
sadly diminished? Is it because our engineers could not build excellent 
ships, houses, or machinery? No! It is because the financial part of our 
invested capitai, of our income-producing property, our long-term credit 
scheme, has been neglected to such an extent that the whole capital 
structure is about to lose its balance. 
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If America will ever attain an economic leadership in true relation to 
its wealth it must first rationalize and perfect its technique of finance. 
It must construct the creative banking and credit apparatus, which either 
does not exist at all in our country (for instance, mortgage banks are 
entirely missing) or is in a rather primitive stage (e. g. bank restrictions) 
so that our chances for economic world influence are greatly reduced. 

If New York City shall ever replace an international credit and bank- 
ing center like London, we must construct the creative banking credit and 
building vehicles which have once built the European classical economic 
control over the capital of the world during more than a century. 


Tue AMERICAN BANKING SITUATION 


Many unrelated movements have taken place in the American banking 
field ranging from the insurance of deposits to the creation of the S. E. C. 
for the further protection of investors. Practically all of these movements 
are defensive and not constructive. The controversy which has been 
raging for some months between government and banking with reference 
to loans is an illustration of a lack of co-operative planning for it has not 
yet found or created any bridge for the great gap in financing, namely 
the ability of smaller business to acquire risk capital. In many countries 
of Europe the banking structure has been adapted to meet all financial 
needs on a safe and stable basis. Leading European banks, so-called con- 
sortial banks, are creators and collaborators of industry. Consideration 
of such possibilities has a distinct place in the future of this country. 

The discrepancy between the industrial technique of capital and the 
financing and credit technique of capital is hard to understand for the 
critical observer. 

Consider the fact that there are 22 nations with constructive long- 
term credit institutions, such as mortgage banks, rural and other mort- 
gage banks, and ship mortgage banks. One country, smaller in size 
than Texas alone, has more than fifty mortgage banks. The first was 
organized some 250 years ago. 

And America ?—America has none! We have not even a ground regis- 
ter in this country, which has public confidence and if a property owner 
wants to be sure that he is the rightful owner of his property, he must 
take out a title-insurance in order to be assured of a clear title. 

We have practically no ship-mortgage system at all. We have no real 
estate mortgage banks, no rural mortgage banks and no specialized 
industrial credit institutions. 

Private capital in America is in a strangely static position. After 1929 
it has lost much of its confidence in long-term investments such as loans 
and mortgages on buildings, ships, etc. Apart from short-term invest- 
ments, private money is used to flow into the Stock Exchange where at 
times it inflates the market unnaturally. Slumps and recessions regulate 
the market temporarily, but soon after the loss of some of the people’s 
savings, money flows once more into the Stock Exchange and the entire 
process repeats itself. There is a definite need, both among large capital 
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interests and small investors, for constructive institutions which would 
furnish sound, attractive investment opportunities for the creation of 
productive and income-producing property and which would merit the 
confidence of the public and succeed in directing private capital into the 
right channels. In other words, if there were available more and safer 
long-term securities in small units at fair interest rates, such as mortgage 
bank debentures, the public would not be driven to gamble and speculate 
in the market. It is because of the absence of such debentures with 
adequate interest rates that recently life insurance companies were forced 
to reduce their accumulation interest rate to as low as 244%. We feel 
sure that the “war stimulus” will bring the entire matter of mortgage 
bank debentures to a head. 


Tue Mortreace SrruaTion 


We look upon housing as a speculative business and not as a long- 
term investment. 

Very few of our American money-lending institutions have organized 
construction and mortgage departments. Mortgages—as a rule—are 
granted for five or ten years, and no money-lender ever believed that 
the mortgage will actually have been repaid within that time. He hopes 
that he will be justified to reduce and renew the mortgage at its 
maturity or that another money-lender will come to take it over; but 
the future is shrouded in complete darkness. 

Once that the money-lender has granted the mortgage, he is apt to 
forget about the property and pay little or no attention to its mainte- 
nan*e in good condition. Despite the fact that he depends upon the 
property for security of his loan which may be 60% the value of the 
property when the loan is made (even 80% or 90% under the Federal 
Housing Act), he makes no systematic provision for its vital maintenance. 

The owner generally fails to provide adequately for the upkeep, replace- 
ment and reproduction of his property. Ignoring the fact that he works 
with sometimes as much as 90% outside capital, he unscrupulously 
consumes the whole profit derived from his property in its early high- 
earning years, setting nothing aside for future needs, when repairs and 
replacements are inevitable. 

Having skimmed off the cream in the early years without regard for 
adequate maintenance of his property, he becomes quite willing to aban- 
don it to the mortgagee. Great amounts of frozen or lost assets are the 
frightful results of our ill-considered long-term investment practice. 

We have witnessed how in Greater New York City so-called “jerry- 
builders” finance their ventures. Here is an instance of the irrespon- 
sible method used : 

A building is erected at an actual cost of $85,000. The appraisal of 
the property shows a value of more than $100,000. The first mortgage 
granted to this property amounts to between $75,000 and $85,000. It 
covers nearly the entire expenditure on the property. 

After half of the space has been rented and the mortgage money paid 
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to the owner, the property is sold, let us say—for $120,000 to $125,000. 
In other words, the first owner on little or no capital of his own has 
a net profit of $40,000 on his poorly constructed, but handsome looking 
building. 

What has happened? The first owner has squeezed all the profit from 
the property and the subsequent owner when he finds the true state of 
affairs again squeezes all he can from the property to reduce his loss to a 
minimum and the property itself is allowed to deteriorate physically. The 
only result can be foreclosure and the early economic death of the property. 

The outbreak of the new war in Europe is only apt to throw a veil over 
the situation and to make it even worse. Already some our building 
materials show an increase in price of about 30%. And the pressure of 
large idle monies on the market does not improve the lending practice. 

Under the Federal Housing Plan the owner of an income-producing 
property insured by F. H. A. Mortgage Guarantee Insurance may have 
received an 80% mortgage. In other words, the proprietor may have an 
equity of 20%. Such proprietors, we have been told by experts, generally 
calculate only for the first five years, whereas the mortgage is guaranteed 
to them for a period of some twenty years. It is his expectation that the 
initial five years’ earnings will be sufficient to enable him to have his 
entire equity amortized and refunded to him, so that after five years his 
personal interest in the property is reduced to such an extent that he 
really becomes an administrator of his property, or to put it differently, 
of the mortgage. At that time or at such time as he may become 
satisfied, it is only too tempting for the proprietor to abandon his 
property or to leave it to the mortgagee or the government, that is— 
to future generations to repay. 

Large sections of blighted areas is the result of this practice and of 
“jerry-building.” 

But if, in the practice of building, such psychological distinctions exist 
in our country, entirely new safety measures must first be introduced into 
our capital structure. A new basis and entirely new mechanism must be 
established before new creative long-term credits can be granted through 
constructive credit institutions, such as mortgage banks or mortgage 
debenture companies, building corporations and the like in America. 

We have now arrived at the question: 


Wuat Is Property-Lire INsuRANCE? 


The people of the United States are more familiar with insurance, 
and are greater patrons of insurance than the people of any other 
country. They have utilized to a marked degree all of the familiar forms 
of insurance in the fields of life, fire and casualty insurance. 

Such familiarity has brought about a general concept that insurance 
is designed to replace or to restore earning capacity. Life insurance, for 
instance, is primarily a substitute for the earning capacity of the assured. 
Fire insurance and casualty insurance, on the other hand, are designed 
primarily to restore impaired earning capacities. 
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To the student, it will be clear that the application of insurance think- 
ing in this country still leaves one wide gap, for whereas we are accus- 
tomed to replace human earning capacity with personal insurance and 
to restore the earning capacity of physical objects which have been 
impaired, with property insurance, we have so far failed to concede that 
physical objects may “die” just as surely as human beings. So, while 
we have provided for the restoration of such objects which have been 
damaged through accidents of all kinds, we have, on the whole, neglected 
to provide for their replacement when they have reached the point where 
they have no real economic justification. 

That a technique not unlike insurance on human life can be applied 
to structures and objects cannot be denied by thoughtful persons. It is 
only a question of the method by which it shall be applied. Life insur- 
ance has been successfully written because it is based upon actuarial 
computations and experience data covering the probabilities of death. 
Fire and casualty insurance are also successful because of the loss 
experience covering the probability of damage. 

Through property-life insurance, a genuine actuarial technique, some- 
what similar to that of life insurance, is introduced into the property 
insurance system for the first time. Actuarial tables have been devised 
based upon experience-data covering not only the probable life of the 
structure, machinery, and other physical objects, but also as to the 
probable frequency of damages from depreciation, which are to be antici- 
pated. But property-life insurance is by no means life insurance. By law 
and by its own nature property-life insurance is pure property and pure 
risk insurance in all its characteristics and has a technique of its own. 

Property-life insurance then insures the life of physical property simi- 
larly to the manner in which life insurance insures the life of man. The 
property to be insured must first undergo a physical examination, and if 
it is found to be in a normally sound condition it is considered a risk 
eligible for this kind of insurance. 

The second step is an approximate estimate as to the life-expectancy of 
such property. Once a “life-term” is established and the property graded 
into the proper risk class, the “insurable amount” (which must equal the 
value of the property, without the ground), then the corresponding 
annual premium can be fixed. While over-insurance is prohibited by law, 
under-insurance is undesirable because it provides partial coverage only. 

During the insured life-term, all vitally important repairs are covered 
(partial, premature losses)—the death of the property occurs when the 
means necessary to carry out the repairs are equal to, or exceed, the 
cost of building a new property. The property is then unworthy of 
repair and has ended its useful life-span. In cases such as this, the 
insured amount must be paid out at any time prior to the maturity of 
the policy, or at its maturity. 

All partial losses are deducted from the insured amount and the 
remaining amount is paid to the property owner at the end of the 
insured term. If the policy is reinstated to the original amount after 
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every partial loss, the full sum again becomes due at the end of the 
insured term, and enables the property owner to build a new property. 

The permanent surveying service controls and determines the prop- 
erty’s general condition, especially its state of repair. For the prevention 
of damage, as well as for modernization and obsolescence, the policy 
places ready funds at the disposal of the insured. 

Through property-life insurance a permanent safeguard for the preser- 
vation, renewal, and reproduction of property is introduced into our 
capital structure. Instead of the negative and inefficient method of 
writing off depreciation in books only, a positive and constructive insur- 
ance system is operated. 

No additional burden must be imposed upon the property owner or 
mortgagor. Even the amortization of long-term credit can be replaced 
more successfully by means of property-life insurance. For the mortgagee 
it means reproduction of the full value of the structure, so that the 
mortgage loan as well as the equity are safeguarded, which assures an 
increasing security to the equity instead of the equity bearing all of the 
depreciation. It also means that the mortgagor will not find it necessary 
to provide additional mortgage funds for unexpected repairs but will, 
rather, keep the mortgage loan intact and in its original terms. 

The educational effect is invaluable; once and for all a mechanism 
is established which grants a minimum guarantee of existence to physical 
property and forces the owner to pay each year to a reliable and 
responsible third party a small amount out of his gross income derived 
from the property in the form of an insurance premium, for unavoid- 
able future requirements. Property owners so educated will obtain a 
heretofore unavailable, organic protection of their investments. 

The significance of property-life insurance is of the utmost importance 
to all classes of society, not only to the insurance fraternity, but to 
owners, mortgagees, the building industry and the community at large. 
Money lenders will enjoy the advantage of a new collateral which can be 
assigned to them with all rights and benefits, and will have many other 
advantages. Industrialists will be able to transform part of their surplus 
and renewal reserves into a genuine factory and machinery depreciation- 
insurance. As Professor Huebner, of the Wharton School, father of 
American Insurance Science, has stated: “Property-life insurance places 
the proposition of depreciation and obsolescence on a scientific basis, 
whereas the mere setting up of a depreciation fund by a business itself 
is very apt to lead to grief for one reason or another.” Professor John 
H. Magee and Dr. Alfred Manes have recently recognized the advantages 
of property-life insurance and included the feature in their textbooks. 

This industrial risk insurance will grant industrialists at all times in 
ready cash the means necessary to maintain their plants and machinery 
in a proper state of repair and in up-to-date and efficient working con- 
dition. The premium of property-life insurance as pure property insur- 
ance constitutes an overhead expense. 

For the community at large, property-life insurance represents an 
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economic philosophy already subscribed to through the use of other types 
of insurance—a philosophy which means in essence the retention, rather 
than the dissipation of earning power of invested capital. 

Only on the basis of the securities which this insurance system provides 
will the Federal authorities (the F. H. A. as well as the Maritime Com- 
mission) be justified in taking over vast amounts of guarantees for 
productive public purposes without running the risk of eventually having 
to take over millions of exhausted, obsolete or dilapidated properties. 

Slums and blighted areas will disappear from our cities once this 
rational system is generally introduced into our national economy. 

By putting a premium on better building, property-life insurance tends 
to reduce the necessity for repairs; while at the same time, it provides 
funds for necessary repairs and thereby assures a maximum amount due 
at the end of the life period of the structure. 

One illustration will serve to clarify this social implication. Our cities 
today contain slums which consist largely of dwellings which in the true 
sense of the word, experienced complete depreciation many years ago. Had 
property-life insurance been available and commonly utilized when these 
structures were first built, sums would have been available to replace them 
with up-to-date structures at the end of thirty, forty or fifty years so that 
the areas so filled today would—instead of degrading into slums and 
blighted areas with old law tenements—have been able to keep pace 
with the times. 

Such insurance, while obviously rational, has up to now been missing 
from the American scene. No legal provision has been made for it, until 
recently when two states, New York and Illinois, provided by legislative 
enactment that it might be sold. Other states will follow their lead. 
Companies empowered to write this insurance will be started in the 
near future. A charter for such a company already has been granted by 
the State of New York. The New York State Insurance Department 
has tentatively approved our policy conditions. 

During the past three years it has been our task to build up this prop- 
erty-life insurance system in the United States applicable to all structures 
in real estate and industry, and to analyze its broad field of application. 

At the request of authorities and lending institutions the insurance 
of the life of smaller homes under somewhat modified conditions has 
recently been included in our plans. An amendment to the National 
Housing Act to include property-life insurance in the plan and to sub- 
stitute the amortization prescribed in the law for the long-term credits 
through property-life insurance has been submitted to Washington; a 
similar amendment to the Merchant Marine Act to the Maritime Com- 
mission. Property-life insurance is under way and nothing can stop it. 

Now a great new task presents itself to those of us who are studying 
these problems. We have learned what is wrong in our capital system of 
today. At the beginning of this century America was confronted with a 
similar situation, as today, when it replaced disordered technique of 
industry and building by a new rational order, and when men like 
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Frederic Winslow Taylor, of this city, with a stop-watch in hand began 
to measure the most efficient motions of the workmen, the most suitable 
size of spades and tools and endeavored to obtain the “greatest possible 
results with the smallest possible means.” 

These men helped the country to attain world leadership in the realm 
of technical efficiency and achieved that era of tremendously increased 
production, now considered a matter of course. 

Today, disordered financial and credit technique must be replaced by a 
new rational order. A financial steel skeleton and mould must be con- 
structed into which private and public capital alike will flow like rein- 
forcing concrete and today the American credit and insurance men must 
follow their noble traditions and take the matter into their own hands. 

These pioneers of our days will soon realize that the economy of a 
country which regularly sets aside and positively reserves the reproduc- 
tion quotas of capital, in the form of a property preservation insurance, 
will excel the economic position of any other country. 

Up to the last decennium the natural resources of American wealth 
allowed these reserves to be neglected. A systematic renewal method of 
capital did not appear imperative. But the United States has been in 
great need of reserves since then, and for the future, especially in times 
of depression, this lack will greatly endanger the market. 

Through property-life insurance for the first time in history an insur- 
ance mechanism is introduced into the economic structure which auto- 
matically assures the proper reproduction of capital. 


Tue Neep ror Morteace Banks 


The reason why a mortgage bank system has not to this day been 
established in America and why during the last eight years, ever since 
the breakdown of the guaranteed mortgage bond companies, this con- 
structive part of our economic structure was completely neglected, is not 
only to be found in a certain conservatism and an unestablished fear of 
competition which prevails in America, but also in psychological distinc- 
tions as pointed out by Professor Finkelstein, general counsel of the 
Mortgage Commission of the State of New York, in his study on 


mortgage banks: 

“Account must be taken of conditions in ea countries which differ in 
respects from those that obtain here in the field of real estate. The nations 
of Europe are old. There people live for generations in the same houses and 
develop considerable personal attachment to their property. Here we have a 
mobile population which moves from place to place within one city and from city 
to city and state to state. The desire and the interest in aft soomges +. equities in 
such temporary dw are infinitely less forceful than those which obtain in 

the case of an ancestral home. 

“These differences in circumstances, important though they are, still hardly 
sufice fully to expJain the fine record that mortgage investments have made in 
foreign countries. Recognition must be given to the system of overnmental 
sugulstions that existed chewed und co the fect that there the task o 
mortgage investments was entrusted almost entirely to to mortgage banks. When 
we contemplate the essential differences between the methods of operation of a 
foreign mortgage bank and an American mo: company, it would seem a 
priori that the foreign institutions were sounder, widen ect to the ravages of 
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economic cycles, more resilient to the needs of the small investor, and more 
adequate as a power with which to direct the course of the development of land 
values generally. 


“Elsewhere investors in mortgage securities continued to receive their interest 
throughout the ion, and no defaults of any consequences were noted or 
were experi the public, and this in spite of the fact that the depression 
was at least as severe in other countries as here. 

“Mortgage banks never experienced such difficulties because the debentures 
issued by a mortgage bank are not part interests in any one mortgage, but are 
the general obligations of the mortgage bank and all of the mortgages held by 
the bank stand behind all of the obligations of the bank. When an investor buys 
a bond of a bank he knows that the whole portfolio of the bank's 
investments stand ind his bond, and that if mistakes have been made in a 
few cases they will not seriously impair his security. There will still be the rest 
of the assets in the bank to fall back on if need be. 

“This, of course, presents a very different picture from that which was produced 
by the Mortgage Guaranty Companies, who distributed millions of dollars of part 
interests in individual mortgages to hundreds of thousands of unwary investors.” 


In Governor Lehman’s message delivered to the Legislature in Albany, 
he emphasizes the vital importance of mortgage banks for the future 
real estate business in the United States: 

“The future needs of real estate financing cannot be met without recourse to 
funds supplied by the public. Financial institutions alone, such as savings 
and insurance companies, cannot invest funds in an adequate amount in securities 
as unliquid as mortgages or real estate. The evergrowing needs of the community 
for increased construction and the refinancing of old and defaulted mortgages 
must largely be met by new investments by the public. 

“Mo: investments to be held by the public must be given three funda- 
mental characteristics: (A) Liquidity, so that the holder may at all times feel 
that he can convert his investment into cash without serious loss; (B) Certainty 
of income, so that the investor may feel that so long as he holds his bond or 
debenture he will receive a minimum periodic interest; (C) Confidence in the 
security of the principle, so that every holder of a security may feel that it is an 
obligation of an institution adequately supervised by governmental authority and 
adequately regulated by sound and prudent financial management. 

“The Mortgage Bank is in my opinion the best ada vehicle to advance 
each of these requirements. For the past two years, I have strongly urged the 
creation of Mortgage Banks privately owned but regulated by the State.” 


Some day the United States will also be grateful to State Superin- 
tendent Louis H. Pink for his courageous fight for mortgage banks. 

We do not believe that the mortgage bank bills were defeated merely 
for business policy or political reason. We feel that deeper reasons must 
have prevailed, reasons which may have been caused by a totally different 
psychology in this country and by the instinctive feeling of responsible 
legislators, that the bill was incomplete and that entirely new safety 
measures must first be introduced into the capital structure of the 
country in order to avoid the return of the “old mortgage bond racket 
with mortgage guarantee insurance,” as one of the legislators put it. 
Of course, the mortgage bank bill has no connection whatsoever with 
this old, dead system. But we believe that, on the other hand, a sound 
and natural feeling has prevailed in the legislature which has imposed 
an undefeatable inhibition on the legislative body. 

The head of the trust organization of the savings banks, Mr. Charles 
A. Miller, at that time shared the opinion that on the basis of the 
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proposals of (the Joseph bills) neither sufficient safety nor sufficient 
profit could be obtained for a mortgage bank. 

Both, however, can be attained by means of property-life insurance. 
With the backing and help of this insurance mechanism for the perma- 
nent safeguard and reproduction of the mortgaged properties, mortgage 
banks could earn greater profit, build larger reserves and increase their 
safety and liquidity. 

Further, mortgage guarantee insurance can be converted by property- 
life insurance from a mere adventure into a regular and profitable 
business. 

Without laying any claims to prophecy, I foresee that in the near 
future the following types of mortgage banks will probably come into | 
existence in America: 

1. Private mortgage banks for the broadest public demand, for large 
private frust funds, for investments of banks and insurance companies 
and the like. 

2. Institutional mortgage banks for savings banks, life insurance 
concerns and similar groups. 

3. Private ship mortgage banks for private tonnage as well as for the 
completion of the merchant marine program of the Maritime Commission. | 

4. Rural mortgage banks for farmers, etc. 

5. Industrial mortgage banks for medium-sized industry, with special 
additional safety measures. 

6. National mortgage banks. 

We are further convinced that under prevailing American building 
conditions in all these mortgage bank projects, property-life insurance 
must first guarantee the necessary stability and continuity of the prop- 
erties to be mortgaged. This mechanism utilizes the fundamental condi- 
tions for the application of mortgage guarantee insurance, which becomes 
necessary, if public subsidy measures or private means are to provide 
for higher mortgages exceeding the customary two-thirds of the appraised 
value of the property. 


PrivaTE INSURANCE AT THE CRrOss-Roaps 


The opposition against mortgage banks based on the assumption that 
they will provide simply another mortgage agency similar to our old 
mortgage guarantee companies will not solve the problem of how to 
secure sound and liquid mortgage investments and to create new invest- 
ment possibilities. On the contrary, such shortsighted opposition involves 
a fatal error and irreparable faux-pas. 

First of all the system, efficiency, safety and liquidity of mortgage 
banks and property-life insurance will open up vast new ivestment | 
facilities in the fields of industry, shipping and commerce so far unde- 
veloped or not available for the insurance fraternity of our country and 
a gigantic new and fertile territory for insurance activities. 

Second: Most of the arguments and criticism about our present invest- 
ment deficiencies and other shortcomings will be eliminated. 
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Third: The initiative of private enterprise in the building and mort- 
gage field which was definitely lost after the collapse of the mortgage 
guarantee companies will be restituted and government’s support will be 
restricted to the ultimate super-guarantee against economic failure. 

Not only for our system of property-life insurance and mortgage banks 
but for private insurance in general the great hour has struck. Private 
insurance has arrwed at the turning point. Either it recognizes the real 
issue of our time, namely, to find constructive rational and social-minded 
systems to keep up the pioneering spirit of private initiative—our most 
valuable national gain and characteristic—or public, state or government 
will step in. They will eventually regulate the deficiencies and may pene- 
@ trate deeper and deeper into the spheres of private activity. Even conserv- 
atism can be carried to excess. We need not neglect our proud traditions 
or give up our sound business principles when we initiate a vital reform. 

Great social and economic changes such as we are witnessing in our 
time sometimes demand progressive ventures rather than retrogressive 
conservatism, even if they require additional pains and diligence, thought 
and experimentation, in short, more constructive efforts. 

The times of unlimited and easy possibilities are over. Primitive 
schemes must be replaced by scientific systems. That is not in contra- 
diction with proud traditions, that is the logical and dynamic develop- 
ment of our time. It is the progress of a greatly exploited capital 
economy into the higher state of scientific management. 

We have precedents for such changes in the credit and economic struc- 
ture of our country. What the introduction of the installment plan finance 
system once meant to our automotive industry on a short-term basis, our 
insurance and credit system will mean to long-term productive capital. 

Recently, after an address I delivered in Buffalo before the National 
Creditmen’s Association, a resolution was accepted to support property- 
life insurance and mortgage banks. Mr. Clarence L. Riegel, the Presi- 
dent of the New York Creditmen Association, correctly explained in the 
discussion that “since the height of the depression the word ‘credit’ has 
been relegated. . . . Too often credit men, bankers and others, have 
hidden in hours of weakness, behind the shadow of the word ‘credit’ and 
much work could be done in the field of public relations to clarify in 
the mind of the public, the mystery, abuse, and misconception that the 
word ‘credit’ creates.” 

May I at the end of my address lift the veil of mystery about what 
credit really is. 

Credit, in the minds of us incorrigible economists, is the voluntary 
transfer of disposable values, or until now, insufficiently utilized or idle 
money or property values, to a debtor for productive purposes, with a 
full expectation of future returns at least equal in value. 

Naturally, the greatest confidence is created where the greatest 
guarantees and the best general security are offered in the person of 
the borrower, or in his capital values, and, furthermore, where the 
greatest possibilities for future profit exist. 
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If an enterprise can safeguard and stabilize its entire capital struc- 
ture, it is looked upon with confidence. We have explained what insurance 
can do to strengthen the security as well as the confidence in the useful 
application and future repayment of credits. 

Credit is not a gamble with an uncertain future. Credit is an expres- 
sion of faith and confidence of one party in another. Without such 
confidence true credit cannot exist. A protective regulatory mechanism 
which will create confidence is, therefore, to the mutual benefit of both 
creditor and debtor. We believe that such mechanism can best be found 
in the organic combination of property-life insurance and constructive 
credit institutions, properly called the “scientific financial self-manage- 
ment of capital.” 


DISCUSSION BY 
LAURENCE J. ACKERMAN 


There is such a majestic sweep to Dr. Heymann’s paper that all one 
ean do within the confines of a discussion is to point to a few of his 
main ideas and explore them a bit. 

At the outset of the paper, Dr. Heymann indicates that the “creative 
long-term credit financing of our income-producing properties and indus- 
trial capital and its long-term insurance protection is only in its primi- 
tive state.” The expressions “long-term” and “short-term” are used 
frequently throughout the paper. As temporal concepts, these expressions 
are very amorphous. What are the temporal boundaries of these concepts? 
Are they rigid, permanent time periods? Are they flexible periods which 
take meaning and become finite according to the state of our economic 
health? If by long-term credit reference is had to stocks and bonds, then 
we do have a mature economic mechanism for this “long-term credit 
financing.” It is true that property-life insurance is in an initial state. 
But to lump both our system of capital financing and property-life 
insurance in the category of “primitive” is open to some debate. 

Dr. Heymann states that America, and specifically New York, have 
the opportunity of achieving the position of the financial and credit 
center of the world. The conclusion is that we have yet to arrive at this 
status. I believe that many students of finance would be willing to 
accede to the proposition that America is the world leader in the impor- 
tant fields of central banking and long-term capital. London leads us 
only in the field of foreign trade financing. 

If we have not fully capitalized on our opportunities for world finzn- 
cial leadership, it is largely due to the short period given to us to build 
our economic organization to assume this top rank. We must not forget 
that the United States was a debtor country before the war. It only 
became a creditor nation during and after the war. Mature financial 
organisms do not grow to their full flower in so short a period. 

The assertion is made that America lags sadly behind England in 
home construction. In probing for the cause of this predicament, the 











a eee =4@ 4, et oS = = & 2 he of 


oa = 6 @ & Be 4 oo Mm ss a @ © © weet wee ee 42a ~~ S 


© ~_.3s rH & 
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thesis is advanced by Dr. Heymann that it rests in an absence of a 
long-term credit scheme. This may be one causative factor. But I 
wonder if there are not other significant causes? Briefly, some of these 
are: (1) Costs are both rigid and high for both labor and building mate- 
rials. Recent investigations into monopolistic practices in the building 
trades have revealed some startling facts along these lines; (2) we have 
always thought of the English as conceiving of housing as an investment. 
Until very recently, we have viewed it as a speculative undertaking. The 
different psychologies might produce different results; (3) the great 
variance in building ordinance standards in the forty-eight states, and 
the thousands of political subdivisions within the states, have militated 
against mass production; (4) in America, building has traditionally 
been in the hands of the small entrepreneur, whereas in England highly 
capitalized organizations have entered the field. 

But the last five years in America have seen some advancement toward 
the solution of the problem of low-cost housing. One might mention the 
activities of the Metropolitan Life Insurance Company in New York 
City, the Ford Foundation of Detroit, the Buhl Foundation in Pitts- 
burgh. Especially one might point to recent governmental activities 
which are moving with breathless celerity into this whole problem. 

In the section labelled The American Banking Situation, reference is 
made to the inability of small business to acquire risk capital. This 
problem has been under scrutiny for a long time. It is extremely com- 
plex. Banks, on the one hand, are in business to make a profit, and the 
small business man in a great many instances is a poor financial risk. To 
complicate the problem, we had the depression, which has produced 
serious operating losses and a drastic downward revision of inventories. 
When we did have a business recovery, along came the undistributed sur- 
plus tax, and forced the disbursement of the newly accumulated reserves. 

An added difficulty is the attitude of banking examiners. They have 
generally classified intermediate and long-term loans to the small business 
man as slow or worse. However, progress seems imminent. At the present 
time, there are several bills pending in Congress to solve this question. 

Whether the system of specialist banks devoted to financing industrial 
capital needs, or whether our present technique of department store 
banking is the most satisfactory, is a question which economists have 
debated for a long time. Perhaps one cause for the negligible progress of 
specialist industrial banking in the United States has been the tendency 
of corporations during the period from 1921-1929 to escape bank financ- 
ing through the flotation of securities. In the final analysis, is it the form 
of organization which is crucial, or the character of the management? 

Dr. Heymann points to a lack of a ground register system in America 
and the use of title insurance *o safeguard ownership of real property. 
Some nineteen states have adopted the Torrens system in our country. 
There are some cogent arguments against such a system. There is also the 
question of the constitutionality of a law which makes a registered title 
indefeasible. 
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Dr. Heymann ascribes stock market speculation to the lack of safer 
long-term securities in small units at fair interest rates. It does seem 
that in the past we have had sufficient long-term bonds. But the public 
spurned them for the wiles of the equities with their higher rates of 
return and the possibility of capital appreciation. 

A conclusion is drawn that the sad state of our mortgage structure is 
due to the fact that real estate enterprise was largely in the hands of 
speculators in quest of quick and large profits. This often led to jerry 
building, false appraisals and the like. All of this would have been 
ameliorated if we had had long-term investment mechanisms like the 
mortgage banks and property-life insurance. The problem seems to me 
more basic than this analysis. Without attempting the task of offering 
the perfect solution to why we have such an unfortunate mortgage posi- 
tion, may I make this suggestion: The building industry is tied very 
closely to the question of confidence and optimism, since in this field 
costs are primarily out-of-pocket ones and disbursements will be made 
only in anticipation of profits. In the twenties, there was a high degree 
of optimism grounded on generations of rising values and accelerated 
savings accumulations. This led to easy credits for the financing of real 
estate construction and therefore the reins on unscrupulous operations 
were not drawn too tautly. Jerry building and the other evils were only 
external links in this deeper chain of economic circumstances. Would 
mortgage banks and property-life insurance have restrained the exuberant 
hopes of the twenties, and their results? 

The point is made that the small equity in F. H. A. mortgages on 
income-producing properties tempts an owner to neglect his property. 
According to experts, as stated in Dr. Heymann’s paper, the owner 
recovers his equity in five years and thereafter he loses interest in the 
structure and becomes only an administrator of it. But it would seem 
that if he reclaims his outlay in five years, there is yet the question of 
his profit, and therefore it may be necessary to repair and maintain. 
The better the repair, the greater the opportunity under ordinary circum- 
stances, to rent and therefore earn a vrofit. Of course, if economic 
obsolescence sets in or a depression leads to widespread vacancies with a 
consequent reduction in rentals, then the owner will not repair and main- 
tain. But this might be as true of the first five years as the last fifteen. 

Turning now to the concept of property-life insurance: This field is 
so new that one must turn to Dr. Heymann for any genuine enlighten- 
ment about it. Property-life insurance seems to me to be a compound of 
three elements. There is first an insurance coverage against such casual- 
ties as roof leakage, dry rot, effects of subsoil water and several other 
specified risks. Second, the insurance indemnifies for vitally important 
repairs with the proviso that if the repairs equal or exceed the cost of 
a new structure, the assured gets a new structure. Third and perhaps 
most important of all three elements is a collective sinking fund. 

An intriguing question is whether we have ever had depreciation 
coverages in our American insurance structure. 
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The valued policy in fire insurance suggests itself first as an illustrative 
form covering depreciation. Use and occupancy insurance is another 
example. The U & O contract seeks to put the insured in the same posi- 
tion financially as if no fire had occurred. Therefore, it seems that depre- 
ciation is a legitimate charge in connection with the undamaged property. 

Two other forms also seem to have depreciation coverage in them. The 
first of these is the demolition or building ordinance fire policy which 
permits after a fire loss, the recovery of the costs of replacement for a new 
and superior type of construction as required by the building ordinances. 

The second of these is the clothing floater with a consequential loss 
coverage. In these contracts, loss due to the reduction in value of the 
remaining component parts of suits due to damage or destruction by fire 
of the other parts is assumed. 

Property-life insurance does not seem to offer direct coverage for 
obsolescence. The question as to whether obsolescence is not the real 
problem in capital consumption is worthy of study. In recent testimony 
before the T. N. E. C., Mr. Ecker, of the Metropolitan, which holds 
several hundred millions of urban real estate mortgages and about two 
hundred and fifty millions of real estate, said: “In real estate, obsoles- 
cence is the factor against which we work.” 

In a ten-year study made by a public utility investigating committee 
on the cause of machinery loss, it was discovered that inadequacy and 
obsolescence accounted for 79% of the losses ; physical depreciation 13%, 
and other causes, such as accidental destruction, some 8%. 

Glance at the textile industry and its migration south. What effect 
did this have on equipment in New England? 

This fragmentary and inconclusive evidence indicates a need for a 
careful study of this problem. 

An interesting query is: What is the life of a machine? In life 
insurance, where the physical death is the criterion for payment, we even 
have problems. Disappearance cases and disability claims are illustrative 
of these problems. 

Machines are not like Holmes’ famous “One Hoss Shay” which “ran 
a hundred years to a day” and 


How it went to pieces 
All at once, all at once, 


And nothing first 
Just as bubbles do when they burst. 


There are at least four determinants which suggest themselves as 
affecting machine life. These are the interest rate, cost of replacement 
equipment, operating and maintenance costs; output requirements. 
These four factors are not isolated but are functions of each other and 
are all tied to the business cycle. View the business man operating in a 
depression. The potential range of life for his machinery will depend 
upon a comparison of the rise in unit replacement cost, and the rise in 
operating cost of the equipment. If the former exceeds the latter, life 
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will be prolonged. If his anticipated output is sharply reduced and the 
dampening effects of the fall in the price of capital goods prices and the 
interest rate is slight, a rise in unit cost may well bring an extension 
of the life of the equipment. 

With the inception of the recovery phase, the shift in expectation of 
output and the reduction in risk factors coupled with lagging capital 
goods prices and interest rates may cause a widespread termination of 
machine life. 

The significant life appears to be the economic life of the machine. 
The cleavage between the living elements in the capital stock and the 
discarded elements rests on the present value of the anticipated services 
to be derived from the various elements. Physical deterioration without 
loss of value can hardly be evidential of capital consumption. 

Other factors affecting machine life which are not susceptible of easy 
measurement are: rate of production, climate, plant location. 

A very interesting analysis would be to compare the property-life 
insurance plan with other competitors for liquid reserve funds. 

Will not the larger institutional investors prefer to self-insure? The 


large life insurance companies and the banks would probably contend © 


that they could compete successfully in investment skill with property- 
life insurance companies. Further, they would save on certain costs such 
as acquisition expenses. In fire insurance these costs alone average about 
25% of each premium dollar. 

So far as the industrial firms are concerned, they might find it more 
advantageous to use the money actively in the business for plant expan- 
sion or repayment of loans. E. G., one large concern, has fixed assets 
valued at original cost of 132 million. Against this, it had depreciation 
reserves of 62 million. It also had cash and marketable securities of 
37 million. This concern requires approximately 20 million in cash at 
all times for immediate working capital. If it were to place the 62 
million in a trusteed account, it would require some 45 million of new 
financing which, at the current rates of interest, would involve a carry- 
ing charge of some $1,350,000 annually. How typical is this situation? 
It should be worth a survey. 

Some other factors affecting the feasibility of this insurance are: 
whether the premium payments are deductible expenses under the income 
tax ; will the insured be taxed on the 3% guaranteed earnings credited to 
his account, and if so will be it on an annual basis, or at maturity of 
the contract? If the latter be the case, property-life insurance may offer 
great tax saving advantages to high-earning corporations. 

What effect will this insurance have on present accounting methods? 
If it causes too severe a readjustment in accounting procedure, the cost 
may prohibit entry into the plan. For example, would companies using 
a composite life or average life technique of accounting be willing to 
buy this insurance? 

There are bound to be lapses, and the question of surrender charges 
comes to the fore. Will the plan have them, and how large will they be? 
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If you do not have them, what does this do to your selection process? 
These will all affect consumer choice. 

Will the tying up of the cash values for three to five years, as proposed, 
deter from the attractiveness of the plan as a source for the investing of 
depreciation funds? Can you guarantee 3% in this new organization 
with the downward trend in interest rates and life actuaries discussing 
a zero interest factor in the calculation of premiums? 

Some interpretation problems exist in this coverage. The plan pro- 
poses to pay for vitally important repairs. What are vitally important 
repairs? A few others which may cause some difficulty are: Bursting of 
pipes due to wear and tear; dampness of rooms designed for the perma- 
nent habitation of human beings, provided the rooms have become unin- 
habitable for reasons of safety or health ; what is a permanent habitation ; 
what standards of safety or health will you employ? The reasonable man 
standard; the particular person occupying the room even if he is a 
hypochondriac ; cr the judgment of the claim adjustor for the company. 

Under hazards not covered in the policy, one or two which might 
engender difficulty are: (1) Violations of the insured’s duty to prevent 
structural damages where such violations are intentional on the part of 
the insured or result from his gross negligence. What is gross negligence? 
If ever there was a ghost expression in the law, gross negligence leads 
the list. The policy does not cover for flaws or deficiencies which existed 
at the time the policy was issued and which the insured did know or 
should have known. Again, should have known, according to what 
standards—the reasonable man, the insured? 

A problem which should prove of interest to all is that of reserves. 
Professor Kurtz, in a book dealing with the evaluation of machine life, 
makes this comment: “No scientific studies have been made which would 
conclusively show the magnitude of the reserve which would be required 
to meet all normal needs of an operating property. 

Should not this entire question of adequate depreciation be handled 
on a compulsory basis through a satisfactory governmental tax policy? 
Tax credits might be granted for adequate maintenance, and penalties 
imposed for neglect in the field of real property. For industrial equip- 
ment, some tax inducement might be offered for the creation of tabled 
depreciation reserves. 

In conclusion, we can be grateful to Dr. Heymann for his provocative 
and original idea. Insurance institutions do not start from a state of 
perfection. This new plan may well prove to be, in time, one of the most 
significant contributions of the institution of insurance. 


Proressor HEYMANN’s ANSWER TO 
ProrgessoR ACKERMAN’s COMMENTS 


It is impossible to answer the intelligent and constructive criticiam of 
Mr. Ackerman in five minutes, but one of the most important objections 
or deficiencies in property-life insurance might be the obsolescence ques- 
tion, which I should like to discuss. 
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Mr. Ackerman is right, obsolescence is at least as important a coverage 
as depreciation (physical depreciation). Recently Herbert U. Nelson, 
Executive Vice-President of the National Real Estate Board of Chicago, 
wrote a letter to me and asked me why we do not include obsolescence 
in our coverage. I answered that, of course, it could be done, why not? 
We could do that, but it was only a question of how long it would take 
to insure against obsolescence. The company would very soon go into 
bankruptcy if it would do that. 

There is only one way to cover or to fight obsolescence by means of 
insurance. We can never make it an insurance protection itself. We can 
only insure the physical depreciation of a piece of property, but in 
educating the property owner to set aside every year a small premium, out 
of his gross income, for future requirements, we give him the opportunity 
to get policy loans out of the policy for questions of obsolescence. 

Now, we have three forms of obsolescence, technical, economic, and 
social obsolescence, and we can, of course, grant loans on policies. For 
instance, the property is obsolete by reason that it is outmoded or because 
it needs air conditioning, etc. You could have a loan to put in air 
conditioning. And if, for instance, negroes come into the quarter, the 
neighborhood changes, and so on, the insured owner could sell his home 
at a loss and could recover that loss by taking a loan out of the policy 
or by getting the surrender value and using it for a new home which 
he may build in another district of the city. 

There is another very important question which was touched by Mr. 
Ackerman. It is the tax question. Property-life insurance must not be 
confused with life insurance. There are so many differences between life 
insurance and property-life insurance. One main difference may be 
explained as the premature losses. For instance, the damages which are 
paid during the lifetime of the policy are to be deducted from the insured 
amount at the end of the insured term, and if no reinstatements are 
made, the whole insurance amount can be consumed in damages during 
the life term. 

That alone shows very clearly that property-life insurance is not a sink- 
ing fund, or savings items, or life insurance, but pure property insurance. 

I don’t want to make any commitments on the tax question today. 
We are sure, that by its own nature and by international law, property- 
life insurance premiums will belong to the overhead expense, or the 
operation cost of industries, of corporations as well as partner firms, 
and so on; but this question must be carefully examined and cannot 
just be answered in a few words. 

By all means, property-life insurance will be very important for 
industry, and Mr. Ackerman is right that industry will make use of it. 
We know it from Europe that 75% of our policies have been taken up 
by industry. 

Now one thing is important to the industry. These policies will draw 
the borderline between the government and industrialists. It will hinder 
government in making tax encroachments on industrial capital. on 
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factory buildings, and machinery, because we examine and state the 
lifetime of those factory buildings and machinery, and we state what 
means are necessary to maintain the existence and to reproduce the 
value of these properties. It is a neutral, scientific statement which 
must be accepted and respected by taxing authorities. 

There is furthermore the question of jerry building. This is a very 
critical theme ; a very delicate theme to speak about the building methods 
here as compared with England. One thing I may state, that even under 
the Federal Housing Act, with the excellent Building Manual of the 
Federal Housing Administration and the perfect system of appraisal 
and examination prescribed by the Federal authorities, jerry building 
flourishes even more under the Federal Housing Act, than without the 
Federal Housing Act. So, even this Manual and the excellent intentions 
of the Federal Housing Administration did not hinder the bad practices 
used in this country in building. 

I think property-life insurance will really be of great educative value, 
not only will it result in the home owner more quickly setting aside a 
fund for rainy days, sure to come, but the supervisory service of the 
property-life insurance companies will have a great effect on the whole 
administration and care for the property itself. 

The life expectancy cannot be based on experience tables, mortality 
tables, as life insurance can, but you know as actuaries and insurance 
scientists that in cases where no statistics are available or can ever be 
available, in such cases probability calculations must do the job, and 
that is done here. Of course experiences have been applied and damage 
frequency is taken into consideration, and a very careful grading rating 
and classification system will be applied in property-life insurance. 

The life expectancy of physical property to be insured, based on experi- 
ence, is the most important part of our system ; and property-life insur- 
ance bases its policies on indwidual surveys of each single insured object. 

Gentlemen, the S. E. C. and other measures in the banking field are 
protective and not constructive. I think you will agree on this question. 
1 mean when I speak about constructive banking institutions in compar- 
ing European, for instance, England’s big five and the German big five 
banks with the American banking institutions, I think that the great 
difference can be found in the fact that Europe has so-called consortial 
banks which are really constructors and collaborators in the creation and 
operation of industries. We have no such banks in America, and I 
think they are greatly lacking. 

I also look on mortgage banks not only for real estate as very impor- 
tant, but with certain modifications and additional safety measures, the 
mortgage bank system can also be applied to shipping and industry and 
so on. The reason why I have always proposed mortgage banks for 
America as essential and indispensable is this: In Europe and in twenty- 
two other nations outside America, these mortgage banks and their 
shares and debentures represent about one-fifth of the national wealth 
of these nations. Now since we have abandoned the mortgage guarantee 
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system in the United States, this system was not replaced by another 
system, and there can only be the mortgage bank system which can 
replace the mortgage bond guarantee companies. 

The consequence of not replacing this mortgage bond system is the 
stepping in of the Federal Housing organization, and the gradual trans- 
formation of private building enterprise into government building enter- 
prise, and building guarantee and building protection, and so on. 

I still believe that mortgage banks would bring the whole matter of 
private enterprise again in the foreground, and it would be the solution 
of the problem of how to maintain private enterprise in the building 
and construction field. All other questions mentioned by Professor Acker- 
man are treated in my book, “Property-Life Insurance” (Harper Bros.). 
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THE BUYER’S VIEWPOINT ON LIFE INSURANCE 
A. Van Count MILLER 


It was with genuine pleasure that I accepted the invitation extended to 
me by Mr. Riegel to come here and talk to you as an individual insur- 
ance buyer as well as an officer of Risk Research Institute, which, as you 
undoubtedly know, is a national organization of insurance buyers. 

Both the field of insurance and the function of education have a 
strong appeal to me, and, while I would not have you feel that I am an 
authority or expert in either, nevertheless I do find myself possessed of 
certain thoughts and convictions in both fields. If I am able to make any 
small contribution that will be helpful at this or any other time, to either 
activity, I shall indeed feel fully repaid for the effort put forth. 

I have long felt, and still do, that our educational institutions and pro- 
grams have not been productive of practical results from the standpoint 
of developing in the student the aptitudes, ability and approach needed to 
deal with the broader problems of life after he passes out of the confines 
of the educational institution. Much theory, or “book larnin’,” has been 
taught and technically a good education has been acquired by the student 
who graduates from most of our recognized schools. However, until com- 
paratively recent years, no sound effort was made in educational institu- 
tions to train the student to fit his particular qualifications and knowl- 
edge to the practical workings of life that he must face after graduation. 

For many years I have been in a position where it has been possible for 
me to observe the efforts of young people to secure employment after 
graduation and also to watch their problems and progress after obtaining 
employment. So many instances have demonstrated that individuals, 
while educated according to standards generally accepted and practiced, 
have had little or no instruction, advice or training as to how to apply 
themselves or what they have learned to the practical problems involved 
in seeking employment as well as handling the work to which they have 
been assigned once they have obtained employment. This problem is 
receiving increasing attention on the part of our educational authorities 
and institutions, but much remains to be done. 

I want to emphasize this particularly to your group for you men are in 
key positions in your specialized field of education to make substantial 
contributions to the growth, development and service which is inherent in 
the field of insurance for the economic and social welfare of our nation by 
giving your students that broader training that is so essential to success- 
ful application and accomplishment in the business world. 
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ing and hard work, over a period of time, to remove what I conceive to be 
some of the impediments and obstructions along the highway of progress. 
One of' the greatest handicaps or impediments under which insurance 
labors is the general lack of knowledge and understanding on the part 
of the public regarding insurance. It would seem that the insurance 
people have felt it was to their interest to keep the average man from 
knowing anything about how insurance works. There has been a certain 
mysticism about insurance in the mind of the average person and, so 
far as my personal knowledge and experience extends, there has been 
very little effort on the part of the insurance people to remove this 
atmosphere from their business. 
In a booklet issued several years ago by a prominert insurance com- 
pany there appeared the following: 
“Every individual is exposed to many risks, and so is every business. While 
es ae ae on be rotected b insurance, the insurance business is so 


technical that it is y impo. for the layman to understand its terms 
or select with int Seas the various insurance contracts which he may need.” 


Please do not misunderstand me. Every business encounters misunder- 
standing on the part of the public to a greater or lesser degree insofar as 
its particular product or operations are concerned. I would not want for 
one moment to leave the impression with you that I believe the insurance 
fraternity will be successful in entirely eliminating misunderstandings 
and misconceptions concerning insurance. I do want to impress you with 
my firm conviction that for a business which in one form or another, and 


at one point or another, vitally affects the economic welfare of every 
individual citizen of this nation, insurance generally is more misunder- 
stood, or is more of a mystery in its general operations than any other 
business of extensive ramifications that I have encountered. One of the 
biggest tasks in developing and extending good will for the business of 
insurance as a whole, is to educate the public diligently in the funda- 
mentals of insurance in the most simple and practical form possible. 

One of the most constructive moves that could be made by the insur- 
ance fraternity would be to reduce insurance to its plain, common-sense, 
understandable factors, and then present this information to the public 
through the various channels that exist for that purpose. I see no 
advantage to insurance in fostering and carrying any farther this notion 
of insurance being something that the average man cannot understand. 

If the teachers in the several courses of insurance will undertake to 
teach the practical simplicity of insurance, so far as its essential elements 
are concerned, and, at the same time, bring to the students the realization 
of its importance, I believe that your efforts will be much more effective 
and will be a substantial contribution to the maintenance of the sound- 
ness of the insurance business and its greater acceptance by the public 
with increasing confidence. 

I know of no field of activity in life to which the comments which 
immediately follow could not be applied with equal force and with equal 
benefit to our people as a whole. I refer to the teaching of a code of 
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I feel that there is, and will increasingly continue to be, the urgent 
need for sound teaching in the field of insurance education. Demands will 
require the constant improvement of standards and extension of facilities 
for better education in this field to the extent that your group does a 
better job by giving to the insurance world graduates who are not only 
prepared to fit into the insurance organization from whatever angle the 
particular student chooses to devote his energy and ability, but, due to 
the inculcation of a thorough understanding of the fundamentals on 
which the entire insurance structure stands, regardless of the specialized 
field to which the several students devote themselves, you will make 
substantial contributions to the development of, and service rendered by, 
insurance in the best sense. 

I happen to be one of those who feel strongly that insurance should and 
can be one of the most important parts of the economic structure in 
which modern business lives. The development of the full possibilities 
will not be realized or accomplished without a great deal of sound think- 
ethics based on a high plane, that not only can be accepted but which, 
because of the leadership of a group such as your own, may be adopted 
with a deep sense of conviction by each individual student so that we 
will find in actual practice the maintenance at all times of practices and 
activities in this field in which we are especially interested that will set 
a standard for all to follow. 

After all, I believe that we can agree that in the field of insurance, as 
much or more so than any other field of activity in our economic life, 
confidence is the keystone. I also believe that most of you will agree that 
to the extent we are successful in developing an active consciousness of the 
necessity to create and maintain a high professional standard of practice 
and performance on the part of those engaged in the field of insurance, 
we will be making a contribution, that cannot be measured, toward main- 
taining the insurance business on a basis that will be unassailable. 

There are inherent in the function of insurance, if it is to serve in 
the broadest concept, attributes and characteristics that are different 
than we may be ready to concede might prevail in dealing with a physical 
product or commodity. True, the standards for performance and quality 
of product should be equally high in every field and that is an ideal 
toward which every conscientious educator and business executive and 
leader is striving for at all times. The point that I am attempting to 
make today is that because of the particular nature of the function of 
insurance and the fact that the general public is so little acquainted, or 
shall we say, in the vast majority of cases so completely in ignorance of 
the insurance function, that the requirements for high standards of 
performance and integrity should be recognized and prized by all who 
are in any way engaged in this most important field of economic activity. 
It\is the prime responsibility of organized education to actively teach and 
make every effort to maintain at all times these high standards. 

Because of the breadth of developments in the application and adapta- 
bility of insurance, there has been of necessity the introduction of 
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specialization as has been found in the fields of law, medicine, engineer- 
ing and related professions. The specialist has become a necessity to 
the ultimate in development and rounding out of comprehensive func- 
tioning in these respective fields. So it is with insurance. However, 
there are dangers in specialization and we will find serious defects 
appearing from time to time unless the specialist has first been educated 
and trained as a general practitioner, thoroughly grounded in the funda- 
mentals and principles of the business of insurance as a whole. 

Again, insurance itself might be considered a field of specialization, 
which after all it is when we look at the economic structure as a whole. 
Therefore, it appears to me that the leaders in the field of insurance 
education have a very definite responsibility to establish the admission 
requirements or general qualifications for students entering the courses 
in insurance on a basis that will insure the selection of the best fitted 
candidates. These students should be required to have had, or to have 
simultaneous education, training or experience in the general field of 
business or economic activity so that they may have a real understanding 
and appreciation not only of the needs of business for insurance of the 
several types but also of the background or foundation from which to 
project, develop and adapt insurance to the needs of business or the 
individual. Whether your graduates devote themselves to the field of 
insurance from the standpoint of association with the development and 
sale of insurance or as buyers of insurance, such a foundation or back- 
ground will be an invaluable asset to them and enable them to contribute 
more effectively to the well-being of insurance. 

I referred earlier in my talk to the necessity for reducing insurance to 
a basis of practical simplicity. It seems to me that not alone in forms 
and contracts but in organizational structure and machinery, the insur- 
ance business has grown and developed in a most complex manner. The 
almost unaccountable number of boards, committees, bureaus, groups and 
similar organisms would appear to an ordinary layman to be the result 
of a rather unplanned and uncharted growth. It would be a rather 
interesting picture, highly illuminating, and perhaps provide a basis on 
which some far-reaching developments can be had if some independent 
and thoroughly intelligent organization would evolve and chart on a 
factual basis these multitudinous organisms and tabulate the number of 
sessions, conferences, conventions and other meetings provided for in 
their respective programs together with the man-hours consumed in 
attendance thereat. Do not misunderstand me to say that I feel that 
many such procedures are not vital and necessary. I merely say that it 
would be a very valuable picture to analyze and study for I am some- 
what of the opinion that such a survey and analysis might indicate 
various points at which substantial improvements could be made in the 
functional machinery in order to provide for greater facility in dealing 
with the numerous problems that constantly arise and must, of practical 
necessity, be dealt with by group studies and conferences of one type or 
another. Perhaps, some such study or studies have been made and have 











ant Gin ees OU 


an tc es coo oe 


PT- 


1C- 
er, 
ots 


la- 








A. VAN COURT MILLER 57 


not come to my attention. If not, this may be one of those items to 
which the insurance educators might give some attention from the 
standpoint of suggesting possible methods and means of having such a 
survey undertaken. In other words, in every specialized field of educa- 
tion we look to those who are engaged in such activity to provide 
objective viewpoints and, shall we say, advanced thinking. It is true 
that sometimes their thinking gets too advanced to be sound, but it 
does seem to me that on this matter of organizational development and 
procedure to which I have been referring we would all benefit by some 
sound advanced thinking which will produce some plan or approach to 
what appears to me to be required—simplification. 

The Supreme Court of the United States has declared that the busi- 
ness of insurance is charged with a public interest. As early as 1869 
that same high tribunal asserted, and has since reasserted, that insurance 
is not interstate commerce and that its regulation should be left with the 
several states. But not that the right to regulate this business had 
already been established. Why? 

Because it was recognized that here was a business, not dealing in 
commodities, but one which was a social device for making accumulation 
of funds from the many to meet uncertain losses of capital by the few. 

When one contemplates the number of fire insurance associations, gen- 
eral policy and rate regulatory bodies and supervising associations of one 
kind or another, and then catalogues the numerous rating bureaus and 
defines the area of their jurisdiction, notes the complexity of their make- 
up, some composed of company officials, some of company field men, some 
of local agents, and some independently operated by individuals or by 
states for the purpose of furnishing rates, “Johnny Public” is left in a daze. 

When one sees these various bodies referred to by letters, as is frequently 
done, such as the E.U.A., LU. B., F.L.A., IL.M.U.A, N.B.F.A,, 
8. E. U. A., etc., ad infinitum, the famous governmental alphabetical soup 
looks like an oyster stew at a church supper in comparison. 

The existence of hampering state legislation which has necessitated a 
certain amount of regulatory machinery on the part of the insurance com- 
panies and a certain required complexity in the methods of conducting the 
business and the development of the contract forms and rating methods 
is recognized, yet one wonders if the companies have not, in some measure, 
been caught in the meshes of a bureaucratic net of their own spinning. 

Through their various boards and bureaus the companies have made 
such a multiplicity of restricting rules, not only regarding rates and forms, 
but including limitation of agents and commissions, that lack of good 
faith has been nurtured to the point that men who in their private deal- 
ings would be most meticulous in living up to verbal obligations they had 
assumed, in the insurance business deliberately violate written pledges. 

Another subject that seems to me should prevent a definite appeal 
and perhaps to some extent a challenge to the insurance educators is that 
of the need of independent research of a continuing nature with respect 
to forms, contracts, coverage, construction of rates, etc., that could bring 
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to the particular subject and problem every point of view and impartially 
analyze the situation from every angle for the benefit of both the buyers 
and the underwriters. 

I am not going to discuss at all the desirability of buyers being able 
to obtain certain coverages which they have felt the need of but which 
have not yet been made satisfactorily available such as malicious damage, 
obsolescence insurance, or an ideal use and occupancy policy. 

I do wish to refer in passing to the possibilities of a greater use of 
deductible clauses. Ralph Blanchard has repeatedly pointed out that 
insurance, particularly for large buyers, as at present written is uneco- 
nomical to the extent that it covers a multitude of small losses which 
could be easily borne by the insured. In many lines of insurance the 
expense of handling the aggregate of small losses is out of proportion 
to their importance. Insurance should cover primarily losses which 
would be of serious financial import to the insured. Economy demands 
that only such losses be covered. In making these assertions he draws 
a distinction between pure insurance and those cases where it may be in 
the interests of the insured to purchase insurance in order to have the 
service of the insurance company in adjusting claims, small or large. 

I shall not consider in detail the enticing possibilities of a more exten- 
sive use of combination policies by grouping under one cover such similar 
hazards as employers, general public, manufacturers’ public, elevator, 
products and pressure vessel liability, one development of which we are 
witnessing in the householders’ comprehensive policy which would go far 
beyond any so-called all-risk contract now generally written. I will say, 
however, that a wider development of a genuine all-risk contract is 
needed if insurers are to fulfill their real functions and that I believe it 
would be in the interest of everybody if insurers other than life were 
permitted to write all lines of insurance which were not definitely con- 
trary to public policy. 

I would prefer to direct your thoughts to a different concept with 
regard to insurance than is perhaps generally held, but which is essential 
to an appreciation of the underlying basis op which to predicate “Insur- 
ance in the Future” which some of us visualize. The fundamental point 
of view to bear in mind when regarding the function of insurance is the 
point of view of the insured, as the whole structure of insurance rests 
upon the needs of the insuring public. 

It follows then that those companies which will best meet the needs 
of the insuring public will be the companies which will keep the point 
of view of the insured before their minds at all times. There has been 

little analysis of the basic needs for insurance protection from the point 
of view of the insured. A greater flexibility in meeting such needs is 
required. It seems advisable, therefore, to get down to these essentials 
by forgetting all thoughts of insurance as it is conducted today ; analyz- 
ing the entire field of accidental monetary loss; then determining just 
which of these possibilities are proper subjects for insurance. 

The terms used as names for policies are even more confusing, and 
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refer in their origin, without any semblance of order or choice, to the 
subject of the insurance in one instance, the hazard insured against in 
another, a particular kind of damage in a third instance, and even to a 
class of insured in another. Were these policy titles strictly comparable 
it would be far easier to compare the purposes of each of them, but it 
will be seen by a comparison of the coverages afforded under an earth- 
quake policy and under a water damage policy, that special and involved 
knowledge is necessary to a clear understanding of each of the contracts. 
Also legislators engaged in writing the laws defining the insuring powers 
of the companies have used existing insurance terminology when dealing 
with the subject, as is natural. But with the passage of time, the point 
of view of the legislators has changed, and the laws under which the 
companies operate reflect these difficult and disconcerting shifts in atti- 
tude. These comments have not been made with the intention of leading 
up to a wild proposal for overhauling the terminology of the insurance 
business. They have been presented in an effort to aid in clear and 
sensible thinking about insurance and to indicate some of the many 
reasons that prompt the suggestion that a real advance in the field of 
insurance would be the establishment of some machinery of independent 
research to study, analyze and bring forth data on the needs, require- 
ments, types of coverage, ratings and other essential factors that will 
carry insurance forward to greater effectiveness. 

In closing we would leave with you the thinking that your courses 
and instruction be founded on the fundamentals of insurance rather than 
involved with and perhaps lost in detail, with your selection of students on 
a basis requiring more adequate general economic and business qualifica- 
tions. That both as individuals possessed of a long range and independent 
point of view and as a group qualified by educational background and ex- 
perience, you consider providing leadership in thought and possible action 
on the matter of survey and research in the field of insurance on some of 
the problems which we have indicated exist and very briefly discussed. 

Out of my experience I can assure you of the wholehearted interest and 
co-operation of the insurance buyer in any such activities on your part. 


DISCUSSION BY 
Ratpu H. BLaNcHarRp 


There is probably less general knowledge and understanding of insur- 
ance than of any other important business or economic subject. Business 
men who scrutinize and plan their other programs and expenditures with 
the greatest care often abdicate when insurance comes up for considera- 
tion. They seem to feel that here is a mystery which they could not pene- 
trate if they would. And my colleagues in the field of economics have 
much the same attitude. When they reach insurance they are baffled, or 
become the victims of specious reasoning and of naive acceptance of 
words and figures. 
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Two major developments are working toward an improvement in this 
situation: the recognition of insurance planning and buying as an inde- 
pendent field of business management, and the extension of academic 
courses and research in insurance. 

Mr. Miller comes to you as a representative of the “insurance buyer,” 
in the sense of a specialized, expert manager of the insurance department 
of his business. A few years ago you could have found no such person to 
talk to you. Now there is a large and influential group of key men in 
important business organizations who devote all or a large part of their 
attention to insurance. When I attended one of the early meetings of the 
Insurance Division of the American Management Association, an organi- 
zation devoted to the problems of the insurance buyer, I was impressed by 
the lack of knowledge of elementary insurance facts and principles shown 
by many of the participants. But at meetings of that organization and 
of the Risk Research Institute, held this year, I was impressed by the 
extent to which the elements of insurance were taken for granted, the 
discussion having to do largely with details of application of basic forms 
of insurance to individual situations. 

As a corollary to the growth of specialization in insurance buying there 
has developed a greater interest in the buyer’s problems on the part of 
officials of insurance carriers and of insurance middlemen. It had been 
largely forgotten that the whole justification of insurance is to be found 
in its contribution to the efficient management of business and personal 
affairs. Too often persons in the insurance business have looked on their 
institution as primarily a means to further their own economic well-being. 
They have even regarded the questions and discussions of insurance 
buyers as in some measure impertinent. Fortunately these attitudes are 
changing, though they have not entirely disappeared. With the continued 
growth of the knowledge and ability of insurance buyers, and with their 
assignment to increasingly important positions in the hierarchy of business 
management, it may be expected that much medievalism will be overcome. 
The constructively critical buyer is a force for progress in insurance. 

Insurance teachers have devoted themselves mostly to the operation 
of the insurance business, to discussion of theory and practice as exem- 
plified in the sound insurance structure which has been built up by 
insurance business men and actuaries under the supervision of state 
insurance departments. 

I believe, with Mr. Miller, that, without neglecting the work which 
we now do, we could profitably devote more attention to the use of insur- 
ance, both in our teaching and research activities. 

The greatest service we can render is to promote clear, informed think- 
ing on insurance. Everyone concerned with insurance will be better served 
if such thinking is applied not only to the management of the insurance 
institution itself, but also to the use of insurance by the insured. 
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EVENING MEETING 


SAVINGS BANK LIFE INSURANCE 
Pavut TaYLor 


Over one hundred years ago savings banks were in operation in Ger- 
many, Scotland and England. The German savings bank in Hamburg 
received the savings of domestic servants and paid them back as an 
annuity. The source of my information does not show whether the 
annuity involved a life contingency. In England and Scotland in form- 
ing savings banks the stated purpose was to increase thrift. The record 
of debates in Parliament shows that it was hoped to do away with poor 
rates or relief as we know it today. Thus the primary purpose of savings 
banks was to act for the benefit of the public. In the same spirit they 
have taken on a new activity in establishing life insurance departments. 
The first suggestion of savings bank life insurance in our country came 
from Elizur Wright when he proposed to the Massachusetts Legislature 
the granting of a charter to the Massachusetts Family Bank. Many here 
remember the 1966 campaign for enactment of savings bank life insur- 
ance by the Massachusetts Legislature. Those whose memory does not 
go back that far will find the circumstances fully discussed in Professor 
A. T. Mason’s book, “The Brandeis Way.” In New York State savings 
bank life insurance was first suggested in 1909. The bill was reported to 
the Assembly and subsequently recommitted. Similar bills were offered 
periodically thereafter. It was not until 1934 that there was a public 
hearing on a savings bank life insurance bill. At that time the officers 
of many of the companies spoke against the bill. One of the proponents 
of the bill asked why the officers of mutual companies should oppose the 
formation of another mutual insurance organization. He pointed out 
that the mutual companies are just a group of policy-holders in together 
for mutual protection and as long as there are enough policy-holders to 
secure adequate spread of risks it really shouldn’t matter whether the 
number of policies was ten thousand or a million. However, the committee 
failed to report the bill. In 1934 the savings bank life insurance measure 
was more successful. The bill passed in 1938 because the time was ripe. 

The New York statute follows rather closely the Massachusetts statute. 
Each bank which decides to establish a life insurance department to issue 
policies does so by incorporating a separate organization which has the 
same set of officers, the same corporate seal and the same address. The 
capital of each life insurance department is twenty-five thousand dollars, 
represented by certificates. The plan is the same as that used in the 
formation of most mutual insurance organizations. The certificates are a 
secondary obligation. The obligation to policy-holders comes first. Of the 
twenty-five thousand dollars of capital, twenty thousand dollars goes to the 
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Special Insurance Guaranty Fund and five thousand dollars to the Special 
Expense Guaranty Fund. The names of the funds indicate their purpose. 
At the present time the seven issuing banks in New York have a combined 
capital of one hundred seventy-five thousand dollars, which is more than 
would be required for the formation of a mutual life insurance company 
which would be allowed to write business in all states of the Union, while 
savings banks in New York may write insurance on the lives of those 
who reside in New York or who are regularly employed in New York. 

The funds and accounts of the life insurance department must be kept 
separate from the funds and accounts of the savings bank. The trustees 
have the power to make allocation of expenses. In the battles of savings 
bank life insurance in Massachusetts, life insurance agents have made all 
kinds of charges about the allocation of expenses. The seven savings 
banks in New York have, as far as I know, employed cnly one additional 
person to work on savings bank life insurance. A second bank took back 
a former employee because the former employee’s work, coupled with her 
savings bank life insurance work, made that employment advisable. In 
other cases the savings bank life insurance work has been absorbed by the 
regular bank employees. As one banker explained it—savings bank busi- 
ness is a business of peaks—at the time of paying off the Christmas Clubs 
there is a lot of extra work, at the time of recording the dividends in the 
depositors’ passbooks there is a lot of work to be done, at the time of 
receiving the mortgage interest semi-annually or quarterly there is a lot 
of work to be done. At other times the bank employees are not as busy, 
consequently, the handling of savings bank life insurance hasn’t cost the 
bank much of anything extra in the way of payroll. Some employees 
have had their salaries raised because of their insurance work. There will 
always be those who will criticize allocation of expenses but it is impos- 
sible to build up any kind of a case against allocations. When no new 
employees are hired, who can say that the depositors are bearing any 
burden because of the insurance activity of the bank. 

When the savings bank life insurance bill was before the Legislature 
it was charged that the public would be deceived and would think that 
the assets of the state or the assets of the savings bank were behind the 
insurance policy. We have done our utmost to prevent any confusion on 
this point. The third paragraph of the policy and the paragraph of the 
application directly preceding the applicant’s signature carries the fol- 
lowing statement— 

“The only assets of this bank which are liable for and applicable to the 
yment and satisfaction of the liabilities, obligations and expenses of the 


Department of this Bank are the assets of the Insurance Department 
of this Bank and the assets of the General Insurance Guaranty Fund.” 


{ have noticed that one large insurance company states on its policy 
“Incorporated by the State of New York” and that another company 
states in its advertisement “Incorporated by an Act of Congress.” 
The life insurance assets of an insuring bank are separately invested. 
The investments are restricted to the same class as savings bank invest- 
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ments. Besides receiving applications, issuing policies, keeping records, 
investing funds, the bank has underwriting powers. It may reject any 
risk. To savings bankers this is a very real power and a source of 
potential strength in any disagreement with the Division of Savings 
Bank Life Insurance which savings bankers call “the State.” 

The Division of Savings Bank Life Insurance in the Insurance Depart- 
ment has a similar power to reject any risk. The actual work of examin- 
ing applications and medical reports is handled by a medical director and 
one underwriter. A large power and responsibility in the Division rests 
in the actuary. The statute requires him to make up the rates, prepare 
the policy forms and all other forms to be used. Our actuary, prior to 
attaining that station, was for ten years assistant actuary in the Division 
of Savings Bank Life Insurance in the State of Massachusetts. Besides 
the actuary, medical director and underwriter, the employees of our 
office include a laborer, two stenographers and myself. 

Your President suggested that in my discussion I treat of some of the 
features of savings bank life insurance which are unique. The principal 
unique features center around the General Insurance Guaranty Fund. 
That is a body corporate, with a seal. The fund is administered by five 
trustees, four who are required to be trustees of savings banks, not 
necessarily insurance banks, and a fifth who is the Deputy Superintendent 
at the head of the Division. The first four are appointed by the Super- 
intendent of Insurance with the consent of the Governor. In Massachu- 
setts these trustees have broad administrative powers. In New York their 
administrative powers are narrow. The difference is caused, not by any 
feature of policy, but by the fact that at the time of the passage of the 
New York Act there was a question whether under the Constitution, 
broad administrative powers could be delegated to such a body. Our New 
York Constitution limits the number of state departments to eighteen. 
There are many who used to claim that the granting of administrative 
powers to any board or body increased the number of state departments. 
Fortunately the Court of Appeals has decided that substantial adminis- 
trative powers may be delegated. In Metropolitan Life Insurance Com- 
pany v. Boland (first case) the court upheld the constitutionality of the 
New York Labor Relations Act upon the ground that the Labor Relations 
Act did not create a new state department. Thus, in the future, it will 
be possible to amend the savings bank life insurance law to grant to the 
trustees of the General Insurance Guaranty Fund administrative powers 
equal to those of the New York State Labor Relations Board. It would 
be possible to give the trustees power to choose the personnel within the 
restrictions of the Civil Service law. However, let us examine the actual 
powers. The fund receives four per centum of each life insurance 
premium. The insuring banks make payments to the fund each month. 
The trustees may invest the money in securities which are legal for 
savings banks. There is a provision allowing the trustees to deposit the 
money in savings banks until such a time as, in their opinion, the fund 
is large enough for other investment. 
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It is simple enough to receive money every month and put it in the 
savings bank. Establishing the mechanics for paying it out is a larger 
problem. Should the fund be built up to a size determined by the 
Superintendent of Insurance and the Superintendent of Banks to be 
adequate, and then allowed to increase by its interests with no more 
contributions from policy-holders other than a percentage of the pre- 
miums, or should the fund be a revolving fund? There are precedents 
for both types of funds. The Massachusetts fund grew by the four per 
centum contribution up to one hundred thousand dollars. In the opinion 
of the Massachusetts officials one hundred thousand dollars was enough 
for the purpose of the fund. Since the fund amounted to one hundred 
thousands dollars it has increased by its interest. In New York State there 
are two guaranty funds which guarantee obligations of companies writing 
workmen’s compensation insurance. One fund arises from contributions 
from the premiums of stock companies writing compensation insurance 
and the other from mutval companies. The stock companies’ compensa- 
tion guaranty fund operates on the same plan as the General Insurance 
Guaranty Fund of Massachusetts savings banks. It is to be built up to 
a definite figure and then contributions will cease. Consequently if in 
the future some stock casualty company is admitted to do business in 
New York State its obligations will be guaranteed by the fund although 
its contributions will be smaller than those of a company which was in 
from the start. The mutual compensation companies have a revolving 
fund which operates on the basis of first in, first out, the first contributor 
will be the first to be repaid. In that way mutual compensation com- 
panies either deciding to write compensation insurance or being admitted 
to the state after the several years of operation of the fund, will be on 
an equitable footing with companies which have been in the fund from 
the start. The trustees of the General Insurance Guaranty Fund have 
decided to adopt the revolving plan principle. 

In 1906 when Judge Brandeis was preparing the savings bank life 
insurance law he consulted Walter Wright, son of the renowned Elizur. 
Walter Wright is reported to have told Judge Brandeis that there was 
no necessity for the General Insurance Guaranty Fund, that any issuing 
bank starting with a capital of twenty-five thousand dollars would be 
able to meet all of its obligations. Nevertheless, Judge Brandeis decided 
to have the General Insurance Guaranty Fund as an additional safety 
factor. The correctness of Mr. Wright’s opinion is borne out by thirty 
years of experience in Massachusetts. The General Insurance Guaranty 
Fund has never had to pay any money on its guaranties of the insurance 
obligations of the life insurance department of savings banks. In fact, 
the twenty-thousand-dollar Special Insurance Guaranty F=nd, part of 
the capital of each issuing bank, was never touched except in one case 
where one bank used five hundred dollars of its Special Insurance Guar- 
anty Fund. The next year that bank was able to reimburse the capital 
fund and to pay a dividend to policy-holders. Consequently the trustees 
of the General Insurance Guaranty Fund of the State of New York ca» 
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calculate their revolving fund procedure without having to give great 
weight to the factor of policy payments on guaranties. When the fund 
gets of a size satisfactory to the Superintendent of Insurance and the 
Superintendent of Banks in the State of New York, the fund can issue 
an additional guaranty of insurance obligations of an issuing bank, which 
will eliminate the necessity of the issuing banks putting up twenty 
thousand dollars of the twenty-five thousand dollars of capital. It is 
proposed to have the New York fund grow to that satisfactory size, 
which for the purpose of discussion we will say will be one hundred 
thousand dollars. When the fund has one hundred thousand dollars it 
will ask the Superintendent of Insurance to lower the rate of contribu- 
tion from four per centum to three or two per centum. At the same 
time it will use new contributions but not interest as an extra dividend 
to that class of policy-holders wHfich contributed first. In this way it is 
proposed to have the fund equitable to all policy-holders. 

Another unique feature is the unification of mortality. Don’t look for 
a unification in the index to the law because it isn’t stated in that way. 
Under a section of the insurance law entitled, strangely enough, “Forms 
of Policies, et cetera,” it is provided that the Superintendent of Insurance 
shall for each year determine the ratio of actual to expected mortality 
claims for all of the savings and insurance banks and shall determine a 
similar ratio for each of the savings and insurance banks separately. Both 
calculations shall be based on the mortality tables and the rate of interest 
used by the banks, which is the American Experience 3%, and upon 
such other bases as shall be approved by the Superintendent of Insurance. 
Then it is provided that if the calculation of the ratio pertaining to new 
savings and insurance banks shall show that the actual mortality experi- 
ence is less than the expected of ali of the banks, he shall send to each 
bank a certificate setting forth the amount of such difference and the 
banks shall pay the amount of the difference to the guaranty fund. The 
Superintendent also is required to furnish a certificate where the expected 
mortality of any bank has exceeded the ratio of the actual to expected 
and the trustees of the General Insurance Guaranty Fund have to reim- 
burse that bank. Thus there is an annual leveling off of the mortality 
losses. A bank in the City of New York may have a high mortality ratio 
and a bank in the City of Troy may have a low mortality ratio. At the 
end of the year the Troy bank will have to reimburse the New York 
bank. The effect is that each bank is a reinsurer of every other bank, 
or, another way of stating it is that every bank is on every risk, and 
still another way of stating it is that the mortality exposure is state-wide. 
Because of this state-wide mortality exposure we feel justified in issuing 
a combined financial statement of all of the banks showing a combined 
capital of one hundred seventy-five thousand dollars. On the risk side 
and on the liability side savings bank life insurance is one company, a 
central plan, if you please. However, on the asset side of the statement, 
savings bank life insurance is several units. This situation is intended— 
it represents the social philosophy of the author of savings bank life 
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insurance, the philosophy of economic smallness. Each bank invests its 
own assets. Since first mortgages are a prime savings bank investment, 
a large part of the investment of assets is in the bank’s own community. 
There is competition between banks on the investment of assets and on 
the expense factor. In thirty years of experience in Massachusetts there 
have been extra dividends resulting from the difference in the savings 
from loading and in the interest earned. 

In Massachusetts they have the same insurance statute as they do in 
New York, limiting the amount of surplus or contingency reserve of a 
life insurance company to ten per centum of its reserve liabilities. In 
the thirty years, because of savings from loading and excessive interest 
earnings, four Massachusetts savings banks paid extra dividends to 
reduce their surplus to the statutory requirement; they have cut 2 melon 
four times. In our own case the probabilities are that on the business of 
1939 the banks will all declare the same rate of dividend. Our actuary 
informs me that the dividend formula contains no factor for interest. 
You can readily see that it is difficult to invest during the first year of 
operation, which also happens to be a year of record low interest rates. 
The dividend formula contains a negative factor from loading and a 
very high factor for mortality savings. On an exposure of about six 
thousand lives in the fiscal year which ended October 3ist there were 
three deaths with claims totaling fifty-five hundred dollars. It would 
not be fair to make any conclusions or general statements about superior 
mortality expense based on those recently examined lives) In Massachu- 
setts for over thirty years there has been an excellent mortality experi- 
ence; however, part of it is probably due to the rapidly increasing 
amount of new business. Mr. Rainard Robbins, Vice-President of the 
Teachers’ Insurance Annuity Association, has made some studies on the 
persistency and mortality experience of savings bank life insurance ID 
Massachusetts as compared with the Teachers’ Association. I believe it 
is his conclusion on persistency that people who apply voluntarily rather 
than as the result of solicitation, stay with the company a longer time. 
I don’t believe that it is his conchasion that because people walk imto the 
banks the exercise causes them to live longer. My opinion is that im the 
long run the savings bank life insurance mortality experience will be 2 
little better than the combined experience of companies because no one 
will be urging the doctor to pass the applicant, and further because the 
medical examination for savings bank life imsurance may be a litile 
better than company examinations. Our doctors make practically all of 
the examinations in their own offices. We feel that that practice is com- 
mensurate with the dignity of the profession and we have other reason: 
for preferring the examination at the doctor's office. The most imsurance 
that you can secure in the New York State system is three thousand 
dollars on one life, exclusive of dividend additions. That limitation 
came from a legislative compromise. What justification can there be 
for saying to a man this insurance is so good that you can get only three 
thousand dollars of it? It is like telling the father of ten children that 
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you are willing to supply him with an excellent quality of milk at nine 
cents a quart but the best you can do for him is to give him two quarts 
a day. Possibly in the future the limit will be increased to an amount 
equal to the limit on savings bank deposits, namely, seventy-five hundred 
dollars. Possibly some day the limit will be entirely removed. From an 
underwriting standpoint the limit of three thousand dollars during the 
first year or two of operation is a very desirable limit. As a professor of 
insurance you may not think about it but if you are an insurer of a 
man’s life you don’t like to see him walk across the street against 
red light. If he is inclined to walk across the street against the 
light you would prefer that your liability on his life be a small 
Under present wage scales many people who buy industrial life i 
ance are certainly able to buy more than three thousand dollars of 
savings bank life insurance. 

There have been some studies of the personnel of our policy-holders. 
In reviewing applications we notice many post-office employees and 
telephone company employees. One of the savings banks made a study of 
a group of its applicants and found as follows occupations amounting 
to 1% or more of the applications— 
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Another study showed that about 45% of those applying for insurance 
had no insurance at the time of application. 

Such a large percentage of applicants with no insurance requires 
further examination. Why should savings bank life insurance appeal to 
so many people who now have no insurance? There are those who say 
that the appeal results from fear of solicitation by agents. In the last 
few years I have collected several items which indicate that some people 
are not anxious to be interviewed for life insurance. Perhaps some of 
you saw an article in the October number of the Flitcraft “Courant” 
which gave a resume of a speech by the Vice-President of the Occidental 
Life Insurance Company on the subject of a survey made to determine 
public opinion of life insurance agents. According to that gentleman 
there is quite a section of the population that is not entirely sold on 
life insurance agents. In our state we expect that the written examina- 
tions for life insurance agents with the resulting smaller number of 
agents will get away from the unequipped and unqualified agent. It has 
been the experience in Massachusetts and we have had the occasional 
letter from a person who wants to make sure that no agent will call. 
The banks have not stressed the absence of agents. They have said that 
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all life insurance is good and their own is excellent. A review of 
the savings bank life insurance advertising and publicity indicates that 
the plan has operated with a minimum friction with agents. In fact, 
outside of a couple of professional “Jeremiahs” relations have been 
pleasant and cordial. Agents have told me that they have more to fear 
from their own companies’ boosting of group insurance than from 
savings bank life insurance. Our appeal is directed toward the industrial 
class and all our records indicate that most of our policy-holders are 
drawn from that class. Probably the industrial agents will not stand 
up and cheer about savings bank life insurance. Some of the things 
which the ordinary agents use as selling arguments, we do not have. 
Our policy is a simple one and contains no settlement options, no double 
indemnity and no disability. The best reason for not writing disability 
insurance can be found in a little pamphlet recently issued by the 
Northwestern Mutual Life Insurance Company. Double indemnity costs 
a lot to adjust. There are several reasons for pot writing settlement 
operations. The following quotation gives one of the best: 


“One motive which, at other times and in other countries, has led to the 
establishment of inalienable rights of property, has ner been —_ in this 
case. The desire, for either social or political reasons, to perpetuate a 
class whose power and wealth should not be en by the woes dll or folly 
of particular members, the desire which led to the enactment of the Statute 

w bas not moved our legisletors and judges, "One of tho went sesabes of 
spendthrift trusts, it is true, is the encouragement it gives to a plutocracy, and 
to the accumulation of a great fortune in a single hand, thro the power it 
affords to rich men to assure the undisturbed possession of wealth to their 
children, however weak or wicked they may be. But there is no reason to believe 
that the wish to produce such a state of things was present in the minds of those 
persons who have been responsible for the spread of dthrift trusts. It is 
simply one of the cases where the introduction of unsound principles has worked 
evil results, not o unintended by those who introduced them, but exactly 
contrary to their 

“Among the causes which have produced the frame of mind in which the 
Rae & eeannes euste Ses teas « seuaeitel Bees, Case was be anes 
the a on oo gas ag gle money borrowed by the Nation, or by States 
or cuniel or through technical objections, or 
through Beg Be pn Rpg Tg anger Eng eagle 
Se Se ee Some, anche ss an influence on political parties. 

Such things cannot be without a weak of the moral sens, of the feeling 
q a. duty to use all the money that a man can control for the payment 
0! debts.” 


That sounds like a rather radical statement. You might label it as 
coming from the “Daily Worker.” As a matter of fact it is from the 
“Preface to the Second Edition” of Professor Gray’s work entitled 
“Restraints on the Alienation of Property” and was written in July, 
1895. Another reason for avoiding settlement options is the possible 
tremendous cost of administering such trusts and of identifying the 
proper parties to receive the benefits, fifty or one hundred years from 
now. A third reason for avoiding settlement options is the unfavorable 
guaranteed interest rate. A year or so ago one of our critics, in writing 
about savings bank life insurance, wrote a rather long, dismal piece about 
guaranteed interest rates. He was referring to the assumed interest rate 
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and he completely ignored the point of mortality profits. I often wonder 
why that man painted such a dismal picture of interest rates when 
insurance agents were working so hard to get new business and using 
settlement options as a feature of the life insurance contract. We feel 
that it isn’t desirable to tie up three thousand dollars worth of life 
insurance in a settlement option and further that the banks should not 
undertake contracts requiring administration for many, many years 
beyond the lives of persons now living. 

Judge Brandeis says that one of the best features of savings bank life 
insurance is the education it has furnished to bank employees. In the 
last couple of years I have had occasion to talk to many of the life 
insurance employees of Massachusetts savings banks and of the savings 
banks in our state. Last year and again this year the American Institute 
of Banking in the City of New York ran a course in savings bank life 
insurance. In 1938 the course had twelve lectures to about one hundred 
twenty students from twenty-three banks. These lectures were supple- 
mented by suggested reading, by periodical bulletins, by occasional con- 
ferences and by constant experience. The bank employees have become 
adept at handling the “Handy Guide” or the “Spectator Year Book” or 
“Best’s Illustrations.” They are thoroughly competent to discuss insur- 
ance policies and to explain them. The Division has published a short 
eight-page question and answer pamphlet and a larger pamphlet entitled 
“Some Information Which May Be Helpful to Life Insurance Buyers.” 
The latter pamphlet has received favorable comment and even judicial 
approval. So far over one hundred fifty thousand copies of the pamphlet 
have been distributed to the citizens of our state. Occasionally we are 
asked to analyze policies and advise insureds. There is no one in any 
way connected with savings bank life insurance whose salary or position 
is directly dependent upon the amount of insurance sold. I realize the 
danger of using the “absolute” in the company of those who understand 
its philosophical meaning yet I must say that the people connected with 
savings bank life insurance can advise on life insurance absolutely with- 
out any self-interest. 

There are a couple of features that I wish to mention rather quickly. 
First, the policy provides for non-forfeiture values after six months’ 
premiums have been paid and for loan values after one year’s premiums 
have been paid. Savings bank life insurance competes on an equal basis 
with all other types of insurance in that it is subject to the same rate of 
taxation and that the expenses of the Division are to be repaid to the 
state beginning with 1940. Our progress this year has been slow but 
healthy. We will end 1939 with between seven and eight millions of 
life insurance in force. So far as we can judge we have operated without 
any tinge of bureaucracy. We expect that in future years we will grow as 
Massachusetts has grown. Massachusetts, operating in only one state with 
a population of four million people, now has about one hundred seventy- 
five millions of life insurance in force. As Mr. Justice Holmes has said— 
“Truth is the power of thought to get itself accepted in competition.” 
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Doctor Riegel, Ladies and Gentlemen: 
May I apologize for this rather hoarse, harsh voice, and just trust 
that I can make myself understood to you. 

I wish Doctor Riegel had made substantially the same apology for me 
as he was kind enough to make for Mr. Taylor, that if there are any 
names or figures which I use, they are purely fictitious and if you 
recognize any of them, it is purely a matter of coincidence. I’d like to 
be understood by you gentlemen that I assume the full responsibility for 
the dire threat which Doctor Riegel made, that bullet-proof vests might 
be the order of dress for the evening, because I entertained and possibly 
still do entertain some trepidation and fear as to my ability to present 
to this august body an unbiased and unprejudiced discussion of a paper 
on savings bank life insurance. And I question whether a group of 
college professors should have presented to them a prejudiced, biased 
viewpoint on the desirability, particularly the social desirability, of an 
institution known as savings bank life insurance. 

I enjoyed and appreciated tremendously Mr. Taylor’s paper. A great 
many of his observations, I think, are decidedly unique, and I certainly 
think that he carried out the recommendations which had been made to 
him that he present the unique phases of the plan. For instance, that 
the medical experience and mortality experience of the group over a 
period of years should be better because there will not be the opportunity 
for pressure upon the medical profession to pass a risk which in savings 
bank life insurance, of course, can be turned down both by the individual 
bank to whom the application is submitted and also by the office of the 
department of Superintendent of Insurance, which thought, when coupled 
with the fact that they have no surrender charge, indicates that the 
mortality experience over a long period of time, of course, should be 
better because the good risks can drop out and get all their money, 
leaving in the bad risks, who, of course, will have the right to collect 
because they can average the bad experience in one bank with the good 
experience in another bank. 

I think they have introduced a rather unique theory of accounting in 
terms of what is called “economic smallness” in which they comingle 
liabilities so that they are all exposed to the worst, but they do not 
comingle the assets, so that if you make mistakes in investments, you 
can have the worst loss experience in the state with the least money with 
which to meet it. In other words, you can have the competition predi- 
cated on costs and expenses and also on your investments, which must 
be segregated ; but if you do an exceptionally good underwriting job in 
your bank in New York, then you must pay the losses which were 
incurred up in Troy, in that the liabilities are comingled, and are all 
exposed to the worst experience, instead of comingling the assets and 
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combining them against the combined liabilities. It is just an interesting 
thought in passing that it is certainly decidedly unique. 

I am tremendously impressed with the thought that one of the justifi- 
cations for savings bank life insurance is the fact that the employees in 
savings banks have peaks and valleys in employment, and this would be 
one good way to fill in their time; and as proof of that, 42% of the 
people who have bought insurance thus far never had life insurance, and 
they came to a bank because they didn’t want to know anything about life 
insurance. You may recall that was the explanation that was offered as 
to why almost a majority of the risks placed in the savings bank life 
insurance plan were placed, so as to avoid the sales pressure which a 
group of salesmen necessarily would bring into the picture. 

I wonder if I can go back with you to what I consider to be a funda- 
mental in this question of savings bank life insurance, and that is to ask 
you to determine, if you will, whether insurance is essentially a social 
device, or whether insurance is a mathematical device, or a financial 
instrument. If it is to be considered as a mathematical device, there 
isn’t any question about the fact that certain business without giving 
certain services can be done at a lesser cost than if that business afforded 
the services which otherwise might be required. 

There is no doubt in my mind that if a life insurance policy contains 
no settlement options and has no agency service and has no double 
indemnity and has no administration costs and has no management skill 
in any direction other than that which is given to it by the executives 
of the savings bank and centralized control, it is entirely possible that 
that commodity can be merchandised somewhat cheaper than it would 
be if they had to pay for the cost of these factors and the educational 
program which the commercial companies put on, mindful that the 
voluntary companies take advantage of this mass educational effort. 

In other words, if we are going to break this up on the item of cost, 
let me concede, not for the purpose of argument, but concede as a fact, 
that the cost of savings bank life insurance will be less for a lesser 
service or a lesser commodity. 

In the December issue of the magazine “Banking,” published by the 
American Bankers’ Association, there is a rather interesting article on 
the subject of savings bank life insurance, in which the author states that 
the protagonists of savings bank life insurance have never argued that 
savings bank life insurance is intended to compete with life insurance 
offered by commercial insurance companies, nor is it offered as a substi- 
tute for insurance offered by mutual companies, but rather it is intended 
to give to the people of low income a type of protection or a type of 
commodity without the luxury of the agency group. I call your attention 
to the fact that the presence of the agent in life insurance is regarded as 
a luxury, and that the essential purpose of savings bank life insurance is 
to afford a certain protection to low income groups. 

Now, if that be true, then certainly the savings bank life insurance 
groups should have nothing to worry about from the competition of the 
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commercial companies, but it is curious that low income groups should 
be entitled to as much as $7500 of life insurance which, at the present 
moment, seems to be the hope of the administration in the State of 
New York. Aren’t we going beyond the amount of the insurance which 
low income groups can afford? 

And I call your attention, if you do have a chance to read that article, 
to the last paragraph in which there is this comment: That most of the 
people who come into savings banks for life insurance are not necessarily 
depositors in that savings bank, but that there is that hope that a lot 
of good savings bank business will accrue to these savings banks through 
the introduction of savings bank life insurance. 

What is the social approach to the problem? Is insurance a commodity 
or is insurance a service? If insurance is a commodity, if it can be bought 
and sold over the counter, what are we going to do with a purely volun- 
tary purchase plan set up entirely independently, with no advantage in 
cost in any direction, selling a commodity without relating that com- 
modity to its specific usefulness in terms of the individual’s own economic 
investment portfolio? 

I look at insurance as one of these evolutionary products in a man’s 
estate which is constantly changing and has to change as his own require- 
ments and needs change. Educational policies purchased early in life 
are the very same contracts which may become retirement contracts if 
the individual has survived the educational period of the child. Who in 
& savings bank is to follow up the actual development of that insurance 
in a man’s portfolio? Does it remain a static commodity which when 
once purchased remains absolutely unchanged? If it does remain un- 
changed, why provide loan values, why provide change of beneficiary? 
Obviously settlement options are unnecessary if we assume that when 
it is once created, it never has to be changed. 

And I introduce into the discussion, at the moment, the presence and 
the necessity for the presence of an agent, not alone to create the policy 
and to sell this rather unpopular type of protection against a very unpop- 
ular occurrence in the life of every individual, but more particularly, the 
continued necessity for his presence during the life of the policy to 
permit the various types of service which all insurance policies require 
from the time of their inception until their final termination. And I 
wish some time some group of university professors would undertake a 
statistical research which would show the number of changes of benefi- 
ciaries which occur in the course of a calendar year among all insurance 
companies, the number of loans which are made, the number of changes 
of addresses which occur when individuals move into new territories and 
require service, the changes in methods of payment of premiums, the 
optional methods of settlement which are created, the payment of death 
losses, practically each and every one of which services requires the 
personal attention and the personal service of an agent to carry a mes- 
sage and to do a job and to personalize the existence of insurance in an 
individual’s portfolio. 
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And if all of that is to be dropped out on a pure cost basis, to say that 
insurance can be sold for less because some economy can be effected to 
the public in the cost of its protection by reason of eliminating the agent 
at time of creation of the estate, the agent in the conservation of the 
estate, the agent in the administration of the estate, the agent in the 
performance of the miscellaneous duties that are definitely a part of the 
life insurance policy, I see no room for discussion. I see no particular 
room for argument. I rather see a real fundamental distinction in just 
what it is that insurance is intended to accomplish ; and may I be so bold 
as to make this suggestion that unless and until such time as you get 
compulsory insurance operated by government without the introduction 
of any voluntary field group whatsoever, there must be in existence a 
field force which is going to bring to the population the education and 
the individual solicitation which, at times, will be high-pressured, but 
which, nevertheless, is all a part of a system which in itself is funda- 
mentally sound and cannot be displaced. 

Certainly you are familiar with the experience of Massachusetts. You 
are now becoming familiar with the experience of New York in deter- 
mining how much life insurance can be given to the masses on a volun- 
tary purchase plan that is not supported by government, that is not 
subsidized by advertising, that is not subsidized by the state, that is not 
supported by radio broadcasts, but which has to exist as individual small 
units, actually accomplishing some little usefulness in a community, but 
certainly not on a broad general scale to a point where the company can 
compete successfully with the commercial companies. And, unfortu- 
nately, going the other way, afford any real relief for the class for whom 
it was intended. 

In New York State, Mr. Taylor indicates that at the end of almost a 
year’s operation, New York has seven to eight millions of dollars of 
insurance in force. Certainly a creditable performance in the light of a 
first year’s effort. On the other hand, Massachusetts, after thirty-odd 
years of performance, has $175,000,000 of insurance in force. Those 
figures shouldn’t be contrasted nor should the population of New York 
State be contrasted with the population of Massachusetts, but rather I 
raise with you specifically this question: That if we do have six or seven 
thousand people insured in the State of New York, or possibly eight 
thousand, in the course of a single year, might that not be a criterion 
of the rate of growth that might be expected in New York State, mindful 
that the people of New York had the benefit of the tremendous publicity 
which preceded the institution and the initiation of the plan? And 
might we not know that the growth of savings bank life insurance in 
New York, of necessity, has to be a rather slow growth as contrasted 
with the volumes of insurance which are produced annually by the 
commercial companies and have a real part in our national economy. 

There is one point and only one point which I think is significant in 
this whole problem. Is savings bank life insurance in the long run 
interpreting life insurance as a commodity, or is it interpreting it as 
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a service? If we are to interpret it as a commodity, why is the emphasis 
placed on life insurance? Why can we not shift the emphasis to some 
other commodity that may be equally popular with a public where it 
might be equally important to eliminate the cost of the merchandising 
method? Why is it not possible to introduce the sale of the automobile 
through the mutual savings bank? Certainly it is in public demand. Cer- 
tainly the public knows what it wants. Certainly the public buys it much 
more than it buys its life insurance. Just why is life insurance singled 
out as an adjunct to a normal banking procedure at a time when a conflict 
between banking and insurance is becoming more intense and more sharp- 
ened by factors with which you unquestionably already are familiar? 

The arbitraging that is going on today in loan interest rates between 
banks on the one hand and insurance companies on the other hand, the 
investment banking policies of the life insurance companies, and now the 
encroachment of the savings banks into the life insurance field on a 
more intensive basis might very soon meet the complementary action of 
the insurance companies getting into private banking, subject to legisla- 
tive restriction, and have we not then overstepped the bounds of the 
actual social function and uses of both of these institutions? 

I conclude, gentlemen, with just this one thought: That you cannot 
separate service from the commodity of life insurance and produce a 
result which is socially sound despite the fact that you can adjust the 
mathematics of the procedure and establish the financial soundness of 
the small institutions which are created. 


Thank you very much. 
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Pearce SHEPHERD 


Perhaps I can best prepare you for what I have to say tonight by 
reading two paragraphs from the “Report of the Committee to Study 
the Need for a New Mortality Table and Related Topics.” 

This committee was appointed in August, 1937, by the President of 
the National Association of Insurance Commissioners, and presented its 
report at their meeting in June of this year. 

The report devotes a chapter to the subject of “War and Epidemics.” It 
gives some very interesting and valuable figures based on past experience. 

On page 99 the committee says: 

“Your Commitiee has concluded that the meeting of extra losses arising — 
an extensive war cannot be regarded as a function of the normal policy premi 
based on normal assumptions as to mortality table, loading for ex 
fluctuations, and interest. Appropriate contingency reserves must 
created in times of peace, and the gross premiums (and the. = 
dividends in case of participating com ) must be as to permit su 
accumulation. Furthermore, . . . sui contractual safeguards must be adopted 
for cies to be issued after the outbreak of hostilities. 
is to be expected that com at the outbreak of war, would not fail to 
nile odin "ie Gaee Ga ls as er ee oe 
Ne Sr eae eccn ies a lating 
military or naval service. The most practical course is to limit death 
payments to eserves or cash values in the event of death from war. This would 
done immediately on outbreak of any extensive hostilities as a 
Seal caaais a ee cites canis Eewed . The immediate 
introduction of a war clause as + a ports of hostilities into all policies issued 
thereafter would be a eguard if the war did not require mobilization 
of too large a proportion o ihe male population.” 

That statement represents the considered opinion of a committee of 
very able men, with the best interests of the insuring public at heart. 
The committee consisted of five actuaries from five state insurance depart- 
ments, and one representative each from the Actuarial Society of America 
and the American Institute of Actuaries. The entire report merits careful 
study, and this part of it especially at this time. 

With that as a background, I shall try to show that war clauses are an 
entirely reasonable part of a life insurance policy, by considering briefly 
other lines of insurance and the few other kinds of limitations found in 
life insurance. I shall try to show that such clauses may be necessary to 
permit the continuation of the life insurance on the basis that each 
group of policy-holders has to be self-supporting. They are necessary to 
combat adverse selections. I shall touch briefly on some of the legal 
aspects of war clauses, and discuss in some detail some features of 
clauses which are being used today. 

I should like to make it clear that I am not attempting to speak for 
the life insurance business as a whole, nor am I representing any par- 
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ticular company. The views which I express are my own and I assume 
full responsibility for them. 

In the consideration of any problem it is a good idea to refer to history 
to see how it was treated when it occurred before. When a major war 
loomed as a distinct possibility in the summer of this year, there was 
naturally much interest in what companies had done in 1914 when there 
was a very similar situation. It is necessary, of course, to consider 
whether changes which have taken place in the meantime, make a 
different treatment advisable. I do not intend to enumerate the changes 
that have occurred in life insurance since 1914, but I think it is obvious 
that these, and changes in methods of waging war must be taken into 
account in solving today’s problem. 

In the years following the World War—now called the First World 
War by some writers—everyone. was hopeful that war as a diplomatic 
weapon was a thing of the past. The League of Nations was in opera- 
tion, various treaties were signed for the purpose of preserving peaceful 
relations, and war was even outlawed by the Kellogg-Briand pact. Con- 
ferences were held to discuss disarmament and reductions in naval power 
were actually made. | 

In such an atmosphere it is not strange to find that most life insurance 
companies—but not all—dropped any provisions in their policies limit- 
ing benefits in event of death as a result of military or naval service in 
time of war. Other liberalizations were common in these years, reflecting 
the generally hopeful, prosperous times. 

The outbreak of hostilities in Europe among the major powers thus 
finds the insurance companies with practically all the insurance in force 
on their books free from any provisions limiting coverage if death occurs 
as a result of warfare. We have every reason to believe that any losses 
incurred as a result of this war can be met without too great a strain 
by the accumulated surplus and the margins existing in the premiums 
effective on such insurance. Our principal problem at this time is the 
new policies being issued. 

A consideration of the general question of provisions giving limited 
coverage under certain circumstances may prove helpful to the considera- 
tion of our particular problem. 

In other lines of insurance it is common to limit the coverage to 
certain well-defined contingencies. Such limitations are necessary 
because without them we would have speculation and not insurance. It 
is fundamental to insurance that the contingency insured against be one 
the occurrence of which is not desired by the insured; yet in almost 
every case it is possible for the insured by a voluntary act to bring about 
the contingency insured against in some way or other. Because there is 
less likelihood that the insured will by some voluntary act bring about 
his death, we are able in life insurance to give coverage almost entirely 
free of restrictions. Life insurance differs from most other insurance in 
that it is non-cancellable ; it is renewable at the same rate no matter what 
change may occur to change the insurability of the risk. We even offer 
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the insured the right to change to term insurance, through the non- 
forfeiture values, if he so desires and, of course, life insurance policies 
are incontestable except for fraud after a certain very short period. 

The only restriction which appears generally in life insurance is the 
provision that in the case of suicide the liability of the company will be 
limited to a return of premiums or perhaps the reserve on the policy, 
and this limitation holds for only one or, at the most, two years. 

It may be recalled that in the economic crisis which followed 1929 the 
number of suicides was much larger than normal. There was considerable 
discussion at that time as to whether or not a two-year suicide limitation 
was long enough to adequately protect the companies against individuals 
who might take out life insurance in contemplation of self-destruction. 
Prior to that time a great many companies had operated successfully with 
a one-year suicide clause but most changed over to a two-year clause fol- 
lowing the experience in the early part of this decade. Fortunately suicides 
in large numbers are not common and strict underwriting, together with 
the use of a two-year clause, has helped to keep losses reasonable. 

Another type of limitation has become quite generally accepted in 
recent years. That is the limitation in event of death resulting from 
travel or flight in any kind of aircraft under some circumstances. Such 
limitations are sometimes used where the insured is actively engaged in 
aviation and the actuary cannot determine an extra premium that will 
be adequate for the duration of the policy and still satisfy the applicant 
that it is reasonable. Sometimes the clause is used to protect against a 
hazard which may develop in the future. It is also used occasionally in 
cases where the aviation hazard is considered to be a thing of the past ; 
in such instances it is simply a safeguard against a change in the risk 
which can be provided for in no other way in a life insurance policy. 
The use of such provisions enables the life insurance companies to offer 
these individuals life insurance at the regular rates. Frequently they 
can secure special aviation coverage, better suited to their needs, from 
casualty companies, who are better equipped to grant it than the life 
insurance companies with their rigid type of contracts. Naturally avia- 
tion limitations need to be permanent to be effective, for no one can 
predict the time when the hazard will have disappeared. 

In times past life insurance policies have contained provisions for lim- 
ited benefits in event of residence and travel. These have been aban- 
doned almost entirely for several years. The fact is cited simply because 
it indicates another classification where restrictions have been considered 
proper and reasonable. 

In every one of these three instances, suicide, aviation and residence 
or travel, we can see that what is guarded against is a voluntary act of 
the insured which increases the possibility of the occurrence of the 

It would seem generally true, therefore, that any restriction based on 
this principle should be considered as an entirely reasonable part of any 
insurance contract. 
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It might even be considered reasonable to exclude the hazards of a 
particular occupation—such as deep-sea diving—if companies so desired. 
The only reason restrictions have not been more widely used in the case 
of occupational hazards is that the life insurance companies prefer to 
cover such hazards by charging an extra premium. In the case of most 
occupations this is possible. It is obviously difficult to assess extra 
premiums for certain classes of aviation risks and impossible to fix any 
extra premium for suicide coverage. 

We thus find that provisions for limited coverage under certain cir- 
cumstances are a very valuable device to protect the companies against 
adverse selection. 

Provisions against war hazards, to a greater extent than other types, 
in addition, protect the companies against serious losses which would 
occur if any large proportion of the policy-holders were to be called upon 
for active service. Such provisions, if in general use, would permit a 
life insurance company to continue its operations more or less on a 
normal basis even during a war. 

In normal times a life insurance company expends a great deal of 
effort to see that each group of policy-holders is self-supporting. This 
principle would have to be thrown overboard if a large percentage of the 
company’s policy-holders were called upon for active war service because 
it would undoubtedly be necessary to draw upon the surplus and con- 
tingency reserves of the entire company rather than just the surplus and 
contingency reserves established for the particular groups of policies 
exposed to the actual war hazard. 

While war clauses can be justified as a means of protecting companies 
against abnormal losses due to war, that is not the primary purpose of 
such a clause, especially when war looms as 2 real possibility. Then the 
thing that makes war clauses necessary is the fact that some people 
think there is a possibility, however remote, and they want to make sure 
they are adequately protected through life insurance. In such a situation 
a war clause helps an insurer to keep down the volume of insurance 
with the greatest potential war losses, and to assess those losses—by the 
subsequent charging of extra premiums—where those losses occur, 
instead of charging them to the policy-holders generally. 

When war broke out, companies operating in Canada were faced imme- 
diately with an acute problem which was met by the use of a war clause 
in all cases. In the United States the problem was not so acute but 
there are innumerable instances where applications for insurance were 
secured because the applicant himself felt that it was a very good time 
to buy life insurance. 

We had one case which I remember where we had issued a $10,000 
policy to a young man in July of this year. Late in August we were 
asked to change this policy to a lower premium form of insurance which 
would increase the amount to approximately $15,000. Before we had a 
chance to consider this change, we were urged to make all haste possible 
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so that the changed policy could be delivered before the insured had to 
leave town. It seemed he had been called back to duty with one of the 
Scottish regiments. 

There were innumerable instances where Canadians in the United 
States, and other nationals of countries involved in the war appeared to 
have more than the normal interest in life insurance. Consequently, it 
was considered only reasonable to take steps to limit the coverage granted 
where there was more than the normal chance that the insured would 
become exposed to war hazards. 

Before considering in detail some of the provisions of the war clauses 
which are being used today, I should like to say that these clauses are 
somewhat different in nature from the type of war clause which might 
prove adequate as a general policy provision during times when war was 
a rather remote contingency. As a protection against abnormal war 
losses it might be entirely satisfactory to say that “death while in the 
military or naval service of a country at war is a risk not assumed under 
this policy, but in the event of such death the amount payable under 
this policy shall be the reserve at that date.” When, however, war appears 
likely, the war clause assumes greater importance and merits more 
detailed consideration, as a means of more complete protection against 
abnormal loss, but especially as a means of enabling the company to 
charge an adequate extra premium for service which may be undertaken 
in the very near future. 

Companies in Canada have adopted a more or less uniform clause. 
Companies in the United States have gone their individual ways, with 
the result that there are a great variety of provisions in use, each 
designed to meet that company’s own particular problem. I think it may 
be best to consider in detail the type of clause in use by the Canadian 
companies, as the special problems presented in drafting that clause will 
bring out a more complete view of the problem than can be obtained in 
any other way. 

A war clause consists of two main parts, generally. The first part is a 
statement of the circumstances under which the benefit shall be limited 
and a statement of the amount of that limited benefit. The second part 
which may be absent consists of a statement of the conditions under which 
the restrictions may be waived by the payment of an extra premium. 

I shall first consider the provision limiting the liability in event of 
military or naval service. 

War on this continent still appears as a remote possibility. Conse- 
quently, it is considered possible to cover death while in military or naval 
service except while outside what is defined as the “home areas.” In con- 
sidering deaths occurring outside the home areas, very careful considera- 
tion was given to whether the limitation should apply to deaths resulting 
from military or naval service or whether the limitation should apply to 
all deaths. Determining the exact cause of death is going to be very diffi- 
cult in any particular case during war, and it was felt that there would be 
a certain number of deaths where there would be a serious controversy as 
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to whether or not such death was “a result of military or naval service.” 
Such difficulties occurred in connection with the double indemnity clause 
in United States policies during the last war. In order to avoid this 
trouble it was considered advisable, therefore, to exclude deaths from any 
cause whatsoever while the insured was outside the home areas. 

Such a provision would exclude certain deaths from normal causes as 
well as deaths related directly to war. It would not, however, exclude all 
the war deaths and, therefore, it was considered desirable to provide for 
the exclusion of such deaths if they occurred within six months after the 
return to the home areas. It was recognized that a six-months period 
would not be long enough to exclude all the deaths due to war which 
occurred, but it was considered that this period was a reasonable trade 
for the exclusion of deaths due to all causes while outside the home areas. 
It probably will prove adequate as an exclusion of the majority of war 
deaths. Since the cause of death will usually be known, it will be possible 
to limit such cases to deaths resulting from war service. Such a limita- 
tion is necessary to comply with some state laws. 

In general, coverage during peace time is granted to those in the 
military or naval services of the country. Since Canada is at war, the 
clauses in use today do not need to specify “in time of war” but the 
distinction between peace and war needs to be drawn in any clause in 
use in the United States. It is probably more definite to limit the cover- 
age during military or naval service “with the forces of a nation at war” 
than to use simply the words “in time of war.” It is, further, well to 
provide that the war need not be a declared war. 

It should be noted that some of the United States companies are using 
a clause only in the case of those who may be called to service with some 
foreign army and are, therefore, stating in their clause that service with 
the United States Army is fully covered. 

The aviation hazard, unlike the military or naval hazard, begins at 
home. There is a very definite extra risk involved during the training 
period and this training may take place before the individual joins the 
military or naval forces. Therefore, the more general type of aviation 
limitation used in or in connection with war clauses excludes death as a 
result of service, travel or flight in any aircraft used for training or 
military or naval purposes, no matter where that may take place. There 
was some feeling that this limitation was not broad enough because there 
would be a great many young men who would become interested in 
aviation as a result of the war and would continue that interest after the 
war, and the limitation just quoted would give them full coverage at 
standard rates following the war. Consequently, a number of the Cana- 
dian companies have incorporated in their war clause a paragraph very 
similar to the general type of partial aviation limitation exclusion clause 
used prior to the war. 

It should be noted that so far as aviation is concerned, the deaths are 
limited to deaths resulting from aviation. There should be no difficulty 
in determining the cause of death within the home areas and little diffi- 
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culty in case death occurs outside the home areas (if other limitations 
do not apply). 

The usual war clause limits benefits in event of death as a result of 
act of war to anyone who happens to be traveling or residing outside 
the home areas. This is adequate protection against those who may 
travel or reside in a foreign country. It is considered necessary because 
today it is possible for the civilian population of the country to suffer 
even more from war than the military or naval forces. It is admittedly 
going to be difficult in some cases to say whether or not the death was 
the result of an act of war. For example, a person may be run down 
and killed in London during a blackout and it may be presumed that 
this would not have happened if there had been no blackout and, of 
course, there would have been no blackout if there had been no war. 
Clearly this is a case of a death indirectly due to the war. I think, 
however, that the tendency would be to apply the limit only where there 
was a specific act of war which could be held responsible for the death. 
A person contracting pneumonia and dying as a result of exposure 
following the torpedoing of a ship, might be said to have died as a 
result of a specific act of war. 

The residence and travel provision also is designed to cover those non- 
military people who are exposed to very definite war hazards, namely, 
those working with the Red Cross near the front line or those with the 
Y. M. C. A., Knights of Columbus, or other units of a similar nature. 
Actually, individuals in these categories should be treated the same as 
military and naval risks because the hazard for all practical purposes is 
very much the same. In other words, it would avoid controversy if all 
deaths were excluded. 

Another group coming under this provision is that which is exposed 
to war hazards because of occupation. Those engaged in the marine 
industry are the most notable example in this category. 

Life insurance companies today, for the most part, issue a disability 
benefit which provides for waiver of premiums only. Some of these 
clauses exclude disability as a result of war but others do not. In cases 
where the clause itself does not offer full protection, it is necessary that 
the war clause provide that the coverage is not in effect under circum- 
stances under which the death benefit is limited. 

Benefits in event of death by accidental means generally contain excep- 
tions which are broad enough to exclude most deaths resulting from 
warfare. However, the experience in the last war indicated that there 
were a number of troublesome questions involved in determining whether 
the exception was effective in a particular case. Consequently, it is 
perhaps well to provide in the war clause that this benefit is not in effect 
during military or naval service outside the home areas. If this is not 
done we may have the instance of an army officer killed during a blackout 
in London for which the limited benefit would be payable for the life 
portion, but the full benefit would be payable under the accidental death 
benefit portion, and that would not appear right. It is generally provided 
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in some way or other that any of these restrictions, except those concerning 
aviation, may be waived by the payment of the necessary extra premium. 

Aviation service in actual war is considered to be too hazardous to cover 
with any reasonable extra premium. Some companies are willing to cover 
the aviation training hazard at extra premiums amounting to $60 per 
thousand, but others feel that this hazard, too, is rather hard to determine 
under the stress of war and prefer not to offer such full coverage. 

Extra premiums for military service have been fixed for the time being 
at least by the Canadian companies at $90 per thousand for all those 
outside the Medical Corps (members of which are covered at $40 per 
thousand) or aviation service. Naval service is covered at $50 except for 
submarines, where a higher extra would be required. 

Some suggestion has been made that the companies should be able to 
cover even the aviation hazard if they charge an extra premium of $100 
per thousand to all military and naval risks. Under such a proposal, 
however, it is quite likely that all the aviators would pay the extra 
premium while a smaller proportion of those in the other branches of 
the service would be willing to pay the higher extra premium. This 
brings out the point that in charging extra premiums it is essential to 
grade these extra premiums as closely as possible to the risk in order to 
secure the fullest protection against adverse selection. 

I have not attempted to give the full scale of extra premiums for all 
classifications which is in use in Canada, but I believe the examples I 
have given will illustrate the trend of their thought. Needless to say, 
they are relying on the experience of the last war with full realization 
that it may not apply at this time. Certainly it does not seem to apply 
so far as the Western Front is concerned just now, but I am afraid we 
cannot consider that as typical of modern warfare. 

Where full coverage is offered upon the payment of an extra premium, 
the amount of insurance is generally limited to $5,000 in the case of an 
individual going into active military or naval service. In some of the 
other classifications, particularly those where the hazard is that of travel 
or residence, larger amounts can be justified in accordance with sound 
underwriting principles. 

At the close of the last war there was some adjustment of unearned 
war extra premiums in some cases. It is too early to say what companies 
will do at this time when this war is ended. However, if any adjustment 
appears necessary and equitable the companies will undoubtedly do it. 

I have tried to show that a war clause limiting the benefit payable 
under certain circumstances is a reasonable part of a life insurance policy. 
I have tried to show that it is necessary if we are to continue to follow 
the generally accepted principle that each group of policy-holders should 
be self-supporting. I have tried to show that it is necessary to combat 
adverse selection. It helps an insurer to avoid building up too large a 
volume of business that may be subject to a catastrophe hazard—in this 
instance, too large a volume of insurance on lives subject to war hazard. 
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The acceptance of small amounts without a war clause, while limiting 
the liability in each case, may not prove effective in limiting the liability 
of the company as a whole. A war clause is certainly effective, and offers 
less interference with the usual procedures than any other solution. 

Lastly, I should like to make it clear that the limitation of coverage 
under certain specified circumstances has nothing to do with making the 
policy incontestable after a certain period. There is much confused 
thinking on this point which has been carried over into the statutes of 
some states, and makes it impossible to use clauses which are necessary 
for complete protection in some cases. 

I have brought some specimens of the Prudential ordinary clause for 
use in the United States, which may be interesting as an example of 
how we are handling this problem. Needless to say, it should not be 
considered typical of other companies’ thoughts. It is very similar to 
the clauses used in Canada, except that there the residence and travel 
provision is permanent; in the United States we are using a two-year 
provision because that is all that is acceptable in some states. 


DISCUSSION BY 
C. K. Kyieutr 


President Riegel, Ladies and Gentlemen: 

It was an obvious slip of the tongue when Mr. Shepherd remarked to 
the effect that the policy was incontestable except for fraud. He meant 
except for non-payment of premium and certain other things. 

It is difficult to discuss a paper without having read a copy in advance 
of the meeting at which it is presented. Mr. Shepherd, however, in a 
letter dated December 22, 1939, did furnish some advance information 
as to what he intended to say. According to that letter he proposed to 
defend the use of war clauses as a means of protecting life insurance 
companies against war losses which might be difficult to meet from 
accumulated surplus and from margins in premiums, and as a means of 
protecting companies against adverse selection on the part of those who 
may expect to expose themselves to war hazards. 

This letter also stated that he intended to refer to the chapter on 
“War and Epidemic Mortality” in the report of the committee to study 
“A Need for a New Mortality Table,” which was presented to the 
National Convention of Insurance Commissioners in June and adopted 
in December, 1939; and that he intended to give information about war 
clauses being used today, particularly those used by Canadian companies. 
While preparing this discussion, therefore, it was presumed that Mr. 
Shepherd’s paper would supply statistics as to war mortality, and that 
it would set forth the experience of the companies in the last great war, 
particularly as regards the return of extra premiums and the waiver of 
war clauses after the close of hostilities. 
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Companizs Are Lixety To Be ATTACKED REGARDLESS 


Racketeering enemies of life insurance, seeking a subsistence at the 
expense of the public in general and of policy-holders in particular might 
seize upon such statistics and attempt to show that the effect upon the 
companies of extra mortality due to war is so slight as to fail to justify 
an extra premium. On the contrary, if no war clauses were adopted, these 
racketeers might attempt to wring a few dollars from policy-holders by 
frightening them with the bogie that their companies were exposed to 
dire catastrophe due to failure to provide against extra war mortality. 
Like all good public servants, the companies may expect to be damned 
if they do and damned if they don’t; but in the opinion of this “dis- 
cusser,” they will be damned the more if they don’t adopt war clauses, 
at least some war clauses to be used under some circumstances. 

Of course it is beyond controversy that United States companies having 
much Canadian business had to adopt war clauses. Of necessity such 
clauses must also be adopted if we engage in war. The occasion, however, 
for a general provision applicable to United States life insurance business 
as a whole is not as clear-cut at this time as it is for Canadian business. 

Thus, in the November issue of a well-known and conservative insur- 
ance periodical, there appears an article by the editor which closes with 
the thought that there may be more publicity on the subject than is 
warranted by the facts. 


Artitupe oF InsuRANCE COMMISSIONERS 


Many states require that provisions of life insurance policies be approved 
by the state insurance supervising official. Standard or uniform provi- 
sions afford inexpensive routine and expeditious administration by the 
clerical force ; whereas a variety of provisions, especially changing provi- 
sions, require slow, painstaking work by experts. Such experts frequently 
are not available to many departments. 

Furthermore, speaking generally, for more than three-quarters of a 
century, the aim of the Insurance Commissioner has been to see that 
sound insurance is provided in his state. As regards life insurance, some 
of the principal problems have been to compel companies to charge rates 
high enough to assure their own solvency, to safeguard the funds neces- 
sary to solvency, to provide equitable, non-discriminatory, life insurance 
policies with benefits limited to those contemplated in the rates, and to 
retain meanwhile, despite regulation and restraint, the advantages of 
competition and the stimulus of private initiative and individual enter- 
prise within the law and within the Federal and State Constitutions. 

In all of these things, again speaking generally, the Commissioner has 
had the whole-hearted support and co-operation of life insurance com- 
panies and men. Hence, it is but a logical procedure for Insurance Com- 
missioners and insurance men to assemble quickly whenever any unusual 
hazard appears, such, for instance, as the advent of war. It is certain, 
therefore, that the insurance supervisor will demand some sort of protec- 
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tion for companies under his jurisdiction against the hazards of war mor- 
tality. When fairly uniform provisions can be worked out and agreed upon, 
the administration of such provisions becomes a rather simple problem. 


UNDERWRITING RESTRICTIONS vs. WAR CLAUSES 


In the absence of a demand from the Insurance Commissioners, United 
States Life Insurance Companies might get along very well without 
applying a war clause to their new policy-holders. In so doing, however, 
they would be obliged to curtail their services to the public. Under- 
writing restrictions would be necessary to eliminate those whose nation- 
ality or circumstances might result in their going to war or in their 
traveling in the war area. Such restrictions would necessitate a com- 
prehensive questionnaire regarding intentions and so forth, and this 
would involve judicial interpretation. 

A war clause is much the simpler way around these difficulties, and it 
will enable the companies to extend protection at a premium rate and with 
restrictions sufficient to safeguard the company and its policy-holders. 


Wark CLAUSES AND THE FIELD ForcE 


In considering the use of war clauses, their effect upon the field force 
must ever be kept in view. Within the past two decades, educators, com- 
pany officials, agents, associations, the insurance press and state insur- 
ance supervisors have co-operated in elevating the selling of life insur- 
ance to the rank of a profession. To maintain his position as a profes- 
sional man and to command the respect and confidence of his com- 
munity, the life underwriter must be well clothed, well housed, well fed, 
and fairly secure in his economic status. 

One of the most widely known of recent examples of the importance of 
the field force is furnished by the experience of the Hercules Life Insur- 
ance Company. When reinsured, the president of its original sponsoring 
company expressed satisfaction that the reinsuring company possessed a 
far-flung agency organization to service the policies. In other words, it 
is possible to sell life insurance by mail, but except among limited and 
specialized groups, it is impracticable to render adequate service to 
policy-holders without a field force. Moreover, in the complex world of 
today, the members of the field force must be well educated and especially 
trained for their work. 

Any blow at the field force is a blow at the very foundations of the insti- 
tution of life insurance, even though the blow may have been delivered 
with the best of intentions and with no idea as to where it would land. 

Again, human actions are so inclined to neglect or to postpone the 
taking of an adequate amount of life insurance that it is necessary to use 
all legitimate means of persuasion in order to induce them to forego 
expenditures for luxuries or entertainments of no permanent value and 
which only lead to economic insecurity so that funds may be available 
for life insurance security. 
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The application of war clauses, therefore, should be made with a view to 
encouraging the public to take and hold more life insurance than other- 
wise might be maintained in force. Help for the field force and great care 
not to hinder it is the crucial point as regards war clauses in practice. 

In summary, war clauses must be used now in the case of those most 
likely to be exposed to war hazards. They should be used in the case of 
those who, because of nationality or other circumstances, may be exposed 
to such hazards. Clauses should be carefully prepared and made as uni- 
form as possible and should be agreed upon by companies and insurance 
supervisors so as to be ready for use in the case of the main body of 
applicants if our entry into war becomes imminent. Their application to 
the main body now might curtail the selling of new life insurance. 
Knowledge that war clauses have been prepared and agreed upon and 
that they may be applied at any time will aid in convincing many pro- 
spective and actual policy-holders that adequate insurance should be 
secured and maintained. Thus, private insurance security rather than 
public or social security may be maintained to a greater degree than 
would be the case if war clauses should be included in all policies issued 
in the near future. 

Thank you very much, Mr. President. 
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